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Multilevel transformational
leadership and

management innovation
Intermediate linkage evidence

Yi-Ying Chang
Department of Business Administration,

National Taiwan University of Science and Technology, Taipei, Taiwan

Abstract
Purpose – The purpose of this paper is to extend management innovation theory and research by
going beyond analysis at a single level. Focussing on management innovation at the lower level in the
organizational hierarchy, the authors develop a multilevel framework; in doing so, the authors answer
earlier calls for a study of the effects of multilevel transformational leadership (TFL) on management
innovation and innovation in general.
Design/methodology/approach – This study collected multisource and multilevel data from
169 managers, 423 employees of 141 units from 21 banking service firms in an emerging economy.
Findings – The results from hierarchial linear modeling analysis reveal that unit-level TFL was
positively related to unit-level management innovation. Furthermore, firm-level TFL was positively
associated with firm-level empowerment climate, which in turn enhanced unit-level management
innovation. In addition, firm-level empowerment climate strengthened the relationship between
unit-level TFL and unit-level management innovation. Finally, the unit-level trust mediates the
relationship between firm-level empowerment climate and unit-level management innovation.
Practical implications – Firms operate more effectively when they generate management
innovation. To help ensure the effectiveness of management innovation, it is essential that firms,
especially those from the banking sector, encourage their managers to engage in TFL behaviors.
The managers must consider how to utilize their TFL behaviors to create trusting relationships in
order to achieve the organizational goals. Firms can also take steps to develop a supportive climate of
higher levels of autonomy, delegation, freedom and task accountability, in order to promote higher
levels of trust at the lower levels of the organizational hierarchy.
Originality/value – The current study develops and tests a mediation model that links firm-level
TFL to unit-level management innovation, and identifies unit-level trust as the intermediate outcome.
With this theorizing and the findings, the authors deepen the current knowledge regarding the
organizational implications of TFL behaviors for management innovation.
Keywords Transformational leadership, Management innovation, Firm-level empowerment climate,
Multilevel evidence, Unit-level trust
Paper type Research paper

1. Introduction
How can the performance of the banking sector be enhanced? An important competitive
advantage of the banking sector lies not only in the offering of new products and
services, but also in the transformation of current management practices, processes and
structures to create valuable resources for organizations (Yu et al., 2013). While scholars
have traditionally focussed on product and technological innovation, there has been
growing attention paid recently to management innovation (Birkinshaw et al., 2008;
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Vaccaro et al., 2012). Management innovation refers to “the generation and
implementation of a management practice, process, structure or technique that is new
to the state of the art and is intended to further organizational goals” (Birkinshaw et al.,
2008, p. 829). Management innovation can benefit organizations by enhancing their
performance and long-term competitive advantage (Hamel, 2006; Mol and Birkinshaw,
2009). This evolving line of study has also shown that management innovation is affected
by the organizational empowerment context, a trusting relationship within the business
unit and transformational leadership (TFL) (Conger and Kanugo, 1988; Mol and
Birkinshaw, 2009; Vaccaro et al., 2012).

As management practices, processes, structures and techniques are applied at all
hierarchical levels of the organization, innovation can also occur at all organizational
levels. In fact, since the multi-unit firm has become a pervasive organizational form in
the contemporary business landscape (Usher, 1999), management innovation at the unit
level is vital to such organizations. The lower level units often operate in closer and
more direct contact with important organizational stakeholders such as employees and
customers. Thus, unit-level innovation with respect to their practices, processes,
structures and techniques could be significant for the firm’s success. However, few
attempts have been made to explore how organizations may facilitate management
innovation at the unit level. Although insights gained from existing studies on
organization-level management innovation may be applicable also at the lower levels of
the organizational hierarchy, the theory will be incomplete if the cross-level effects are
not considered (Gupta et al., 2007; Jansen et al., 2012). Specifically, while unit-level
management innovation may be fostered by intra-unit attributes, the empowerment
climate in the broader context of the organization in which the business unit is
embedded is also expected to exert a non-negligible influence. This occurs because
individual business units may benefit from and/or be constrained by interaction with
peer units within the organization (Dutton and Ashford, 1993) in pursuing their own
strategic initiatives and performance norms. Given the importance of management
innovation at the unit level and the scarcity of knowledge regarding how this may be
affected by multilevel organizational factors (Gupta et al., 2007), our study aims to
address this significant gap in the literature.

Human agents are viewed as the key drivers in facilitating management innovation
(Birkinshaw et al., 2008). In effect, relevant individuals can initiate and drive the process
of change within an organization or can propose an innovative solution to a specific
problem that the organization is facing (Burgelman, 1983a; Howell and Higgins, 1990).
The role of leaders, as important human agents, is particularly emphasized in the
discussion of management innovation (Vaccaro et al., 2012). However, research in this
area to date is very limited and is concentrated on the simple direct effect of leadership at
a single organizational level. By studying management innovation at the unit level, we
extend this human agency explanation, not only by examining the effects of leadership
behaviors across multiple organizational levels, but also by explicitly testing the
intermediary processes through which the effects of these leadership behaviors occur.

In this study, we use a “Substitute for Leadership” perspective (Kerr and Jermier,
1978), arguing that exploration of the effects of leadership action will be enhanced by
taking into account the interactive effects of a leadership and empowerment climate as
well as a trusting relationship, using the relationship between leadership and
management innovation as a critical example. The literature on TFL was examined
because leaders serve as the key agents who can stimulate others with their vision of an
innovation’s potential (Howell and Higgins, 1990). The research into empowerment was
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reviewed because leaders can create an organizational climate that is favorable to a
management innovation (Conger and Kanugo, 1988; Jung et al., 2003) and because the
effect of empowerment varies depending on the nature of the different industries in
question ( Jung et al., 2008).

We theorize that unit-level management innovation is facilitated by TFL at the unit
level as well as at the higher, firm level. We argue that a firm’s empowerment climate
serves as a key mediator for innovation. A firm-level empowerment climate is
composed of three main dimensions – information sharing, autonomy through
boundaries and team accountability. It is theorized that individual employees are more
confident and have greater control over their task completion when they perceive
themselves as having more autonomy and accountability in carrying out their work
tasks (Blanchard et al., 1995; Randolph, 1995). This will also encourage information
exchange and innovative activities ( Jung et al., 2003, 2008). Despite the relevance of a
firm’s empowerment climate to innovation, it remains to be seen whether such an
empowerment climate may shape the mediated relationship between TFL and
management innovation. Notwithstanding the strong arguments for the relevance of an
empowerment climate to innovation (Blanchard et al., 1995; Jung et al., 2008; Randolph,
1995; Seibert et al., 2004), it is still not clear whether organizations that do have a strong
empowerment climate will be more effective in assisting their TFL in the introduction
of unit-level management innovation. We reason that a firm-level empowerment
climate has a top-down, cross-level, amplifying effect on the positive impact of unit-
level TFL on unit management innovation.

We endeavor to make several theoretical contributions. First, our study aims to
contribute to management innovation theory and research by extending the analysis
beyond a single level. Focussing on management innovation at the lower levels in the
organizational hierarchy, we develop a multilevel framework. In so doing we answer
earlier calls for a study of the effects of multilevel TFL on management innovation and
innovation in general (Gupta et al., 2007; Jung et al., 2003). The importance of multilevel
theory and multilevel empirical findings lies in their capacity to clarify the complex and
dynamic systems and processes in organizational phenomena (Hitt et al., 2007;
Kozlowski and Klein, 2000) and to offer alternative approaches to expand our
understanding of organizational systems and leadership behavior occurring across
different levels by viewing them through macro- and micro- as well as meso-lenses (Hitt
et al., 2007; Porter, 1996). Second, this study examines whether the relationship between
TFL and management innovation at the unit level would be similar to that found at the
firm level by Vaccaro et al. (2012) (i.e. homology; Hofmann and Morgeson, 1999).
As Chen, Bliese and Mathieu (2005, p. 376) stated, “If researchers find that relationships
are homologous across levels of analysis, it adds to the parsimony and breadth of
theories. In contrast, should relationships prove not to be homologous across levels, it
signals a boundary condition and a need to refine theories.”

Third, we go beyond previous studies (e.g. Vaccaro et al., 2012) to uncover the
empowerment climate mechanism through which both the unit- and the firm-level TFL
influence unit management innovation. Moreover, we show that the empowerment
climate at the firm level also serves as a boundary condition for the unit-level
relationship between TFL and management innovation. In addition, although some
studies have examined the direct effects of TFL and management innovation (Vaccaro
et al., 2012), researchers have not sought to recognize and elucidate the mechanisms
through which TFL may have an impact on management innovation. The current
study develops and tests a mediation model that links firm-level TFL to unit-level
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management innovation, and identifies unit-level trust as the intermediate outcome.
Unit-level trust refers to a unit-level climate of trust among employees across an entire
unit that will result in the employees being more willing to share their own knowledge
to help colleagues in the same unit (Lau and Liden, 2008), as they perceive that such an
exchange will be used for the greater good of all ( Jones and George, 1998).
By articulating these intervening mechanisms, our study provides a more detailed
model of the process by which TFL affects the relational aspect of trust to assist
individual employees to engage in knowledge exchange and accept innovations in the
management processes, techniques and structures. With this theorizing and the
associated findings, we extend the current knowledge on the organizational
implications of TFL for management innovation.

1.1 Theory and hypotheses
Management innovation relates to changes in how managers set directions, make
decisions, coordinate activities and motivate people (Hamel, 2006). Consistent with
Birkinshaw et al. (2008), we examine management innovation from the agency
perspective. This assumes that new practices, processes, structures or techniques are
consciously sought, promoted and introduced by key individuals within organizations
in order to improve organizational performance (Burgelman, 1983a; Damanpour and
Evan, 1984). The multilevel framework (Figure 1), which we adopted for this study, is
informed by the literature on transformational leaders, empowerment and social
capital. Management innovation typically involves a number of interconnected sub-
processes, including problem identification, idea generation, idea implementation and
theorization, and each sub-process is shaped by both internal and external change
agents (Birkinshaw et al., 2008) such as leaders and employees. As far as management
innovation in a specific business unit is concerned, the employees within the unit may
act as internal change agents, proactively creating interest in, experimenting with, and
validating the management innovation. At the same time, individuals outside the unit
but within the same firm may act as external change agents, influencing the
development and legitimization of management innovation in that unit.

According to TFL theory, leaders play a central role in facilitating management
innovation (Howell and Higgins, 1990), and can affect innovation in a variety of ways
due to their positions within their organizations (Elenkov et al., 2005). While leaders are

Firm-level
Transformational

Leadership

Firm-level
Empowerment
Climate

Unit-level
Transformational

Leadership

Unit-level
Trust

Unit
Management
Innovation

Firm -Level

Unit -level

Notes: The dashed line separates unit-level constructs and firm-level constructs.
Arrows crossing the dashed line represent cross-level relationships with the
outcome variables

Figure 1.
An integrated
multilevel model of
transformational
leadership,
empowerment
climate, unit-level
trust, and unit
management
innovation
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not necessarily the ones who directly develop the innovation, they are the key
individuals who prompt the purposeful pursuit of the innovation. On the one hand, they
are influential in motivating and promoting the identification of new trends in the
environment and the needs within the organization for which management innovation
may be required (Vaccaro et al., 2012). On the other hand, they are involved in
supporting and nourishing initiatives associated with changes in current practices,
processes, structures and techniques. Several scholars have conceptually linked TFL to
the innovation process (Bass, 1985; Conger and Kanugo, 1987). Bass (1985) argued that
transformational leaders are active innovators that use intellectual stimulation to
improve their followers’ capacity to think for themselves, to cultivate new ideas and to
question the management rules and structures that no longer serve the organization’s
mission. Transformational leaders will use individualized consideration and intellectual
stimulation to improve their followers’ confidence and skills to enable them to create
and implement innovative responses (Howell and Higgins, 1990) to the existing
management practices, processes, techniques or structures in their organizations.

Grounding our study in TFL, empowerment and social capital perspectives,
we investigate the multilevel relationship between transformational leaders and unit
management innovation, and the use of a firm-level empowerment climate as a
mediator between transformational leaders and unit management innovation across
both firm and unit levels. Moreover, we investigate the effects of multilevel TFL on
unit-level management innovation, and the use of unit-level trust as a mediator between
transformational leaders and unit management innovation across an entire unit.
Estimating the multilevel effects of TFL offers a framework for understanding the
extent to which it impacts unit management innovation. Our tests for moderation and
mediation across levels support agency and TFL theories, suggesting that it matters
where key agents such as leaders promote innovation in existing management
processes, practices, techniques or structures, and how key agents attempt to form a
social climate to promote such innovation in their organizations.

2. Literature review and hypotheses development
2.1 Multilevel TFL and unit-level management innovation
Drawing on TFL theory and literature, we anticipate that in a multi-unit firm, unit
management innovation is greater when TFL is exercised at both the unit and the firm
levels. TFL is widely considered to be desirable when there is a need to progress
beyond the status quo and transform individuals, units and firms to that end (Ling
et al., 2008). Bass (1985) identified four types of TFL behaviors: idealized influence, in
which the leaders represent a trustworthy role model to follow and demonstrate the
need for an extra effort in novel and complex environments; inspirational motivation, in
which leaders set, articulate and communicate a compelling vision of the future that
motivates their followers to take initiatives to change the organization; intellectual
stimulation, in which leaders encourage subordinates to question their beliefs and
assumptions, reframe problems, take risks and search for new ways of doing things;
and individualized consideration, in which leaders relate to their followers on a one-on-
one basis, focus on their individual strengths and needs, coach them and help them to
tackle stressful situations (Avolio et al., 1999; Judge and Piccolo, 2004; Zhu et al., 2013).

When the business unit manager exhibits such TFL, the unit is more likely to
cooperate with management innovation. This reasoning is similar to Vaccaro et al.’s
(2012) argument. In particular, through their idealized influence, transformational unit
leaders may motivate unit employees to cooperate with management innovation by
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reducing the employees’ perceptions of the risk of the innovative actions (Bass et al.,
2003). This can enable and empower unit employees to challenge the extant
management practices, processes, structures or techniques (Bass, 1994).
Transformational unit leaders that use inspirational motivation may also highlight
the importance of searching for new ways of doing things and encouraging cooperation
within their units (Sosik, 1997). This, in turn, provides new meaning for the tasks and
helps unit employees succeed in coping with new challenges (Bass et al., 2003). Such
unit leaders also empower their subordinates to look for creative ways of addressing
innovation in managerial practices, processes, structures and techniques (Amabile,
1996). Through intellectual stimulation, transformational unit leaders enable unit
employees to question the effectiveness of the existing management practices used by
organizations (Sosik, 1997). Such leaders make it clear that they expect to receive
rational proposals and will demonstrate confidence in the ability of their subordinates
to propose new solutions (Bass, 1994; Gong et al., 2009; Jung et al., 2003). In this regard,
intellectual stimulation can challenge the extant work practices and can inspire
subordinates to consider various other ways of doing their jobs (Hunt, 1991).
Individualized consideration by transformational unit leaders will make the unit
employees feel appreciated and valued for their ideas and efforts in advancing
new management processes, practices, structures and techniques. Overall, the
above arguments suggest that unit-level TFL contributes to the success of innovation
in unit management.

We further argue that firm-level TFL, i.e., the set of TFL behaviors demonstrated by
the CEO, has a positive cross-level effect on management innovation at the unit level.
Consistent with the argument regarding TFL at the unit level, when the CEO engages
in idealized influence, inspirational motivation, intellectual stimulation and individual
consideration (Bass, 1985), this creates a climate in which the workforce throughout the
entire multi-unit firm feels motivated and secure when engaging in innovative thinking
about management processes, practices, structures and techniques (Chen et al., 2013).
This influences unit management innovation in several positive ways. First, the CEO’s
TFL and the consequent firm-wide appreciation of management innovation can create
a favorable environment for any business unit’s own endeavors for management
innovation. A unit that has a tendency to change and improve its management
practices gains credibility. Original ideas and experiments are given their due value
and errors and failures are well tolerated. This provides the unit with more latitude to
pursue management innovation. Second, firm-level TFL is likely to promote cross-unit
support for management innovation efforts in any individual business unit.
In particular, when there is a shared vision of innovation, units may cooperate with
and support each other by sharing experiences and learning lessons from similar
experiments elsewhere, by exchanging relevant resources and by benchmarking the
outcomes. These all help to facilitate the introduction of management innovation at the
business unit level.

Accordingly, we argue that the existence of TFL at both the unit and the firm levels
may explain a distinct variance in management innovation. This approach is also
consistent with the contextual model ( Johns, 2006), which suggests that there is a joint
impact of unit- and firm-level predictors on unit-level outcomes (Hofmann and Gavin,
1998; Naumann and Bennett, 2000). Thus, we propose the following:

H1. Unit-level and firm-level TFL is positively related to unit management
innovation.

270

LODJ
37,2

D
ow

nl
oa

de
d 

by
 T

A
SH

K
E

N
T

 U
N

IV
E

R
SI

T
Y

 O
F 

IN
FO

R
M

A
T

IO
N

 T
E

C
H

N
O

L
O

G
IE

S 
A

t 0
2:

26
 1

1 
N

ov
em

be
r 

20
16

 (
PT

)



2.2 Unit-level TFL and unit management innovation: trust among subordinates of the
unit as mediator
To better elucidate the effects of TFL on unit management innovation, we discuss in
detail one important mediating mechanism at the unit level. We argue that leadership
exerts an influence on employees’ behaviors and unit outcomes by creating a certain
trust among employees at the unit level. We discuss the mediating effects of trust
among employees within the same unit. We follow Collins and Smith (2006) by
focussing on relational aspects of trust. We regard unit-level trusting relationships as
an important mediating mechanism, because leadership often shapes the relationships
in a unit or organization (Elenkov and Manev, 2005; Eisenbeiss et al., 2008) and such
trusting relationships in turn directly shape the motivation and actions of individuals
who may act as change agents for unit management innovation. For several reasons,
we argue that a trusting relationship among employees in the same unit reassures
those employees about exchanging and recombining knowledge (Nahapiet and
Ghoshal, 1998; Smith et al., 2005), which is often recognized as a vital source of
innovation (Argote et al., 2003; Kogut and Zander, 1992).

First, we contend that TFL is vital in developing trust among subordinates
(McAllister, 1995; Shaw, 1997). Through emphasizing and role-modeling the important
values within the unit (i.e. idealized influence), unit leaders show themselves to be
trustworthy professionals, and, in turn, this trust is likely to be transferred to other
employees within the same unit (Zhu et al., 2011). Second, through the consistent
presentation of inspiring goals to subordinates (i.e. inspirational motivation), unit
leaders can enable employees to develop a shared set of common goals and sense of
purpose, and this commonality is likely to result in trusting relationships among them
(Bennis and Nanus, 1985; Fairholm, 1994; Tsai and Ghoshal, 1998). Third, unit leaders
show their respect, pride and confidence in all of their subordinates, which further
builds a climate of trust through encouraging subordinates to critically reassess their
existing presumptions and view problems in novel ways (i.e. intellectual stimulation).
Fourth, by demonstrating their willingness to recognize the needs and capabilities of
individual employees and making efforts to develop the strengths of these individuals
and satisfy their needs (i.e. individualized consideration), unit leaders also demonstrate
that they care about and value their subordinates. More supportive leaders are
perceived to create deeper and more continuing trust among their subordinates (Ferrin
et al., 2007; Judge and Piccolo, 2004):

H2. Unit-level trust partially mediates the relationship between unit-level TFL and
unit-level management innovation.

2.3 Firm-level TFL and unit management innovation: firm-level empowerment climate
as mediator
Corresponding to both unit- and firm-level leadership behaviors in our theoretical
framework, we discuss the mediating effects of the empowerment climate at the firm
level. We follow previous studies (e.g. Blanchard et al., 1995; Seibert et al., 2004) by
focussing on the empowerment climate. We regard the empowerment climate as a vital
mediating mechanism, because the leadership often shapes the climate in a unit or
organization (Elenkov and Manev, 2005; Seibert et al., 2004; Kukenberger et al., 2015),
and, in turn, the empowerment climate directly shapes the motivation and actions of
individuals who may act as change agents for management innovation. It refers to a
work environment with a relatively descriptive focus, which asks respondents to assess
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the meaning of organizational structures and practices in relation to information
sharing (Seibert et al., 2004, p. 336). An empowerment climate is often recognized as a
vital source of innovation (Woodman et al., 1993). We contend that the firm-level
empowerment climate offers a powerful explanation for the cross-level, top-down
impact of CEO leadership on business units. When the firm’s CEO manifests
idealized influence, intellectual stimulation, inspirational motivation and individualized
consideration, the employees in the different units will have a comprehensive
understanding of the firm’s visions, goals and interrelated work task roles, and will be
encouraged by such an empowerment context to share information gained from their
own experience and presenting new ideas for management innovation. We argue that
when the firm-level empowerment climate is high, the business units within the firm are
more likely to accept and implement management innovation.

Consistent with what we noted earlier, a firm-level empowerment climate that is
experienced by employees across different units will increase the willingness of the
employees to share their own knowledge and information with other units
(Kukenberger et al., 2015), since they perceive that such information sharing will be
used for the greater good ( Jones and George, 1998). Moreover, the knowledge and
skills of employees in different units are normally embedded in the organizational
context (i.e. exist within individual teammates) (Kukenberger et al., 2015). We believe
that an empowerment climate is a mechanism that can facilitate the context-level
influence of the firm-level empowerment on individual members’ autonomy within a
unit. This is because the firm-level empowerment climate can activate self-
governance, which in turn can create an environment where employees have the
ability and autonomy as well as the freedom to collectively engage in meaningful
processes, and accept task accountability, as well as task accomplishment (Randolph,
1995). This will lead to a higher level of information sharing and acceptance of
innovation, such as changes or initiatives in management processes, structures and
techniques. In addition, when there is a high-level empowerment climate at the firm
level, employees are not only more willing to cooperate in more complex tasks, but
also see employees from different units taking higher order decisions and actions
(Kukenberger et al., 2015, p. 6), such as introducing changes or taking initiatives on
management processes or structures. Such an environment of empowerment can
provide significant and developmental experiences (Kolb, 1984) that are likely to
generate higher levels of information sharing and innovative activities in
management processes, techniques and structures. Therefore, a strong firm-level
empowerment climate can enhance the generation of innovative activities across
business units ( Jung et al., 2003) and this is arguably also beneficial for management
innovation in a particular unit.

A collective empowerment environment allows employees from different units to
help the focal unit identify problems that call for management innovation. Through
information sharing, the focal unit may be inspired by different management practices
in peer units, and may become aware that it has the freedom and autonomy to improve
its own management routines. Exchanges with peer units may also open up new
perspectives on the current status quo of the focal unit and enable it to visualize new
opportunities and threats that are relevant to management innovation in the unit.

Furthermore, a strong firm-level empowerment climate may enhance the focal unit’s
ability and motivation to take responsibility for implementing new management ideas,
because in a high-level empowerment climate, the focal unit may perceive itself as a
valuable and respected unit that can be trusted to complete the task.
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In summary, through the influence of higher levels of empowerment climate at the
firm level, individuals in peer units perceive that they have the ability to carry out their
tasks with a high level of autonomy and the freedom to undertake meaningful changes
in management processes, techniques, structures or practices. Thus, we can expect that
the firm-level social climate acts as a mediator through which firm-level TFL influences
unit-level management innovation. As we do not hold that this is the only mechanism
of influence, we propose a partial mediation hypothesis:

H3. Firm-level empowerment partially mediates the relationship between firm-level
TFL and unit-level management innovation.

2.4 Firm-level empowerment climate and unit management innovation: unit-level trust
as mediator
A higher firm-level empowerment climate not only mediates the effect of firm-level TFL
on unit management innovation. It may also act as a driver to promote higher levels of
trust among subordinates at the unit level and thus facilitate unit management
innovation. There are several reasons for this argument.

First, a firm-level empowerment climate offers a context in which unit-level
transformational leaders can transfer power and autonomy as well as freedom to
individual employees by creating a trusting relationship among their subordinates
(Burke, 1986; Gómez and Rosen, 2001; Manz and Sims, 1993). A higher level of trust
among subordinates at the unit level not only implies that they will accept greater job
responsibilities but can also articulate new contributions to the unit (Liden and Graen,
1980), such as changes to the unit management processes, structures or practices. Such
a feeling of freedom to contribute arising from the trusting relationship among the
subordinates at the unit level is one dimension of the impact of an empowerment
climate at the firm level (Gómez and Rosen, 2001). We argue that when the focal unit is
embedded in a firm-wide context characterized by a high level of empowerment, the
unit employees are more likely to generate a higher level of trust in each other, which
will contribute to the creation of constant goals and values, including unit-level
management innovation. The result is enhanced information sharing across various
units at the firm level, generated by an empowerment climate with higher levels of
autonomy and freedom. This then enhances the trust relationship among subordinates
at the unit level, which will facilitate further management innovation.

Second, as noted earlier, a firm-level empowerment climate promotes the intra-unit
exchange of information and knowledge by creating a constructive relationship of trust
within the unit. We reason that a firm-level empowerment climate, which facilitates an
inter-unit flow of information and knowledge, complements the intra-unit exchange by
enhancing management innovation in the focal unit. When there is a high level of intra-
unit exchange, individual unit employees are likely to have exposure and access to a
wider range of internal knowledge. Moreover, a trusting relationship among
subordinates at the focal unit level is likely to give the employees more ability and
willingness to accept task accountability as a result of the higher levels of
empowerment climate across different units within the firm. In such a case, unit
employees acquiring knowledge from peer units are more capable of interpreting and
understanding the acquired knowledge, either using their own enhanced expertise or
using the expertise of others that they can easily locate within the unit. Moreover, a
higher level of trust among subordinates will offer employees ample opportunities to
share information and acquire new knowledge across the unit as a result of the impact
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of higher levels of autonomy and freedom to engage in unit task achievement and task
accountability (Kukenberger et al., 2015). In the context of empowerment at the firm
level, employees are likely to perceive such a sustaining environment as benevolent
support that allows them to solve problems and learn new knowledge and skills (Chan
et al., 2008). This will facilitate a higher level of trust among employees at the focal unit.

In effect, a firm-level empowerment climate becomes an indicator of organizational
support related to various work-related outcomes (Chan et al., 2008), such as
information sharing (Kukenberger et al., 2015) and innovation activities. Previous
studies (e.g. Mayer et al., 1995; Zhu et al., 2013) have found that trust among
subordinates within a unit enhances the willingness of individual employees to share
information and knowledge with their colleagues and engage in proactive feedback-
seeking behaviors (Mayer et al., 1995). Grounded on the arguments discussed above, we
expect that trust among subordinates at the unit level will be one important
mechanism, although not the only one, by which a firm-level empowerment climate
facilitates management innovation at the unit level:

H4. Unit-level trust partially mediates the effect of a firm-level empowerment
climate on unit management innovation.

3. Methods
3.1 Sample and data
This research used a multilevel research design because multilevel theory is important
in research design and such a design seeks to explain the precise boundary where one
level of analysis ends and another begins. This is important in leadership research
because leadership behaviors involve different levels of domains such as empowerment
approaches or the relationship between leaders and followers in combination (Graen
and Uhl-Blein, 1991). Researchers (e.g. Klein et al., 1994; Rousseau, 1985) stated that a
multilevel research design can assist researchers to obtain the most comprehensive
illustration of the leadership process and account for more of the leadership
contribution.

We tested our hypotheses using a sample of banking firms in Taiwan. The banking
industry is especially suitable for our study, because management innovation is vital in
assisting banking firms to respond to the changing business environment by initiating
new internal practices, techniques, processes and systems. Management innovation is
especially important at the banking unit level, because each unit needs to devise its own
specific practices, techniques or processes to assist its employees to meet the unit’s
quarterly and annual targets. We chose the branches because they are geographically
diverse, independent decision units with respect to the types of products and services
provided and the markets as well as the customers to whom they offer these products
and services. Each branch has its own senior management team that is responsible for
the costs as well as the revenues with respect to the various traits of their operations
such as following up on exploration and exploitative innovation. Each branch unit
offers a variety of products and services as well as selling products that include
enterprise and individual loans, mortgages, savings and insurance, corporate banking
and corporate leasing, etc. In addition, the branches operate in markets with varying
environments of dynamism and competitiveness which means that branches need to
pursue diverse innovations (Jansen et al., 2008). We identified a list of banking firms
from the database of a consulting firm in Taipei, and were able to solicit support from
the CEOs of 21 firms. For each participating firm, we approached all of its units
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(branches). Typically, units have autonomy in setting up their own management
techniques, practices, processes and systems. For each unit, we selected two managers
in the unit management team (including one general manager and one operations
manager) and randomly selected five employees to complete our surveys. In early 2012,
we sent the surveys to the selected participants together with a supporting letter from
their respective CEOs. The surveys were drafted in English and translated into Chinese
using the back translation method (Brislin, 1980). Altogether, 300 managers and 700
employees were contacted across a total of 600 units. After four weeks, with three
rounds of reminders, we received responses from 169 managers (56.3 percent response
rate) and 421 employees (60.1 percent response rate). To construct the final sample, we
eliminated those units from which we received usable responses from fewer than two
managers or fewer than three employees.

The final sample includes 141 work units in 21 firms, with responses from a total of
169 managers and 421 employees. We compared the firms included in our final sample
with those we had eliminated, and did not find significant differences between them in
terms of the number of full-time employees or number of units. Following Armstrong and
Overton (1977), we also compared early (first 10 percent) and late (last 10 percent)
respondents to assess the non-response bias on each dimension of management innovation.
No significant differences emerged across these dimensions. Of the managers in our
sample, 53 percent were female. Their average age was 37.9 years, with an average
organizational tenure of 8.58 years. Of the employees in our sample, 55 percent were female.
Their average age was 28 years, with an average organizational tenure of five years.

To alleviate common method bias, we collected our data from multiple sources. First,
the unit employees rated the TFL behaviors of their unit general managers as well as
trust among subordinates in their own work units. Second, three employees (different
from those rating unit-level TFL and unit-level trust among subordinates) rated the firm-
level empowerment climate. Third, the two managers from each unit (unit general
manager and operations manager) rated management innovation in their unit. Fourth,
two senior managers from each firm’s headquarters rated their CEO’s TFL behaviors.

Measures. Unit management innovation[1]. We adopted the management innovation
measure developed by Vaccaro et al. (2012) using a seven-point scale. We translated the
scale into Chinese using the back translation method (Brislin, 1980). The Chinese
version was then sent back to the 20 interviewed managers. In this study, management
innovation shows good reliability (α¼ 0.82). Mean rwg(j) is 0.95 and the ICC values
(ICC[1]¼ 0.28, ICC[2]¼ 0.82) exceeded the levels suggested by Bliese (1998).

Unit-level TFL. We asked employees in each unit to rate the TFL behaviors of their
unit general manager. We used the Multifactor Leadership Questionnaire (MLQ-5X)[2]
developed by Bass and Avolio (2000) using a seven-point scale. This measure includes
four components: charisma, inspirational motivation, intellectual stimulation and
individualized consideration. Meta-analysis shows that these four dimensions of TFL
are very highly correlated (at 0.90 after correction for unreliability), and it is difficult to
separate them empirically from each other (Judge and Piccolo, 2004). Therefore, as in
previous studies (e.g. Barling et al., 2002; Bono and Judge, 2003), we created a single
index of unit-level TFL by averaging the scores of all the items (α¼ 0.77). Tests showed
that employees from the same work unit had high agreement regarding the unit-level
TFL (mean rwg(j)¼ 0.97, ICC[1]¼ 0.22, ICC[2]¼ 0.88).

Firm-level TFL. Firm-level TFL was assessed by senior managers at the
headquarters using the items of MLQ-5X (Bass and Avolio, 2000). The respondents
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rated the TFL behaviors of their respective CEOs using a seven-point scale. As in
previous studies (e.g. Barling et al., 2002; Bono and Judge, 2003), we created a single
index of firm-level TFL by averaging the scores of all the items (α¼ 0.82). Tests
showed that senior managers from the same firm had high agreement regarding the
firm-level TFL (mean rwg(j)¼ 0.89, ICC[1]¼ 0.25, ICC[2]¼ 0.78).

Firm-level empowerment climate. We adapted a firm’s empowerment items from
previous studies (Blanchard et al., 1995; Randolph, 1995; Seibert et al., 2004). Firm-level
empowerment climate was rated by senior managers at the headquarters. The
measures showed good reliability (α¼ 0.85). Tests revealed that the senior managers
from each headquarters had high agreement regarding the firm-level empowerment
climate (mean rwg(j)¼ 0.88, ICC[1]¼ 0.16, ICC[2]¼ 0.67). Therefore, we averaged the
responses of the senior managers within each headquarters to create aggregated
measures of the firm-level empowerment climate.

Unit-level trust. Following previous research (Chatman and Flynn, 2001; Collins and
Smith, 2006; Mayer and Davis, 1999; Mayer et al., 1995), trust was measured with a 12-item
scale adapted from the method developed by Mayer and Davis (1999). The 12 items
showed good reliability (α¼ 0.86). Because of the high agreement between raters within
the same unit (mean rwg(j)¼ 0.87, ICC[1]¼ 0.20, ICC[2]¼ 0.72), we averaged the responses
of employees within each unit to create an aggregated measure of unit-level trust.

Control variables. At the unit level, we controlled for unit age, unit size (logarithm of
number of full-time employees in the unit), unit management team size, unit manager’s
age and tenure. The unit managers provided data on these variables. In addition, we
controlled for environmental munificence for the banking units. We measured
environmental munificence (i.e. over the five years of growth in net sales and in
operating income in the banking industry) following the practice used in previous
studies (e.g. Keats and Hitt, 1988). Environmental munificence can affect a bank
branch’s decisions, especially those by leaders to allocate resources to generate higher
growth. Prior studies (e.g. House et al., 1991; Jansen et al., 2008; Pawar and Eastman,
1997; Waldman et al., 2001) indicated that an organization’s members pursue
innovative activities which were influenced by the behavior of transformational
leaders. This is because leaders adapt their decisions to meet the customers’
preferences and demands in response to the availability of resources from external
environments, such as changes in technologies and fluctuations in product demand or
the supply of materials ( Jansen et al., 2006). The data were obtained from the Taiwan
Economic Journal (TEJ) database. At the firm level, we controlled for firm age and firm
size (logarithm of the number of full-time employees). In addition, we controlled for
CEO age, CEO tenure and the size of the firm’s top management team, as these
variables may affect the extent to which organizations engage in change and
innovation (Finkelstein and Hambrick, 1990; Siegel and Hambrick, 2005).

4. Results
Table I presents descriptive statistics and correlations.

Before conducting hierarchical linear modeling (HLM) analyses, we examined the
degree of between-group variance in unit-level trust and unit management innovation.
The results of the null models revealed that 33 percent of the variance in unit-level trust
and 46 percent of the variance in unit management innovation existed between the
units (the grouping variable), respectively. The χ2 tests revealed that the between-unit
variances were significant; i.e., the intercept terms varied significantly across units.
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Table II presents the HLM results for the effects of multilevel TFL on management
innovation. H1 predicts that unit-level TFL and firm-level TFL are positively related to
unit management innovation. The results in Model 3 reveal that unit-level TFL and
firm-level TFL were significantly related to unit management innovation (γ¼ 4.46, 2.27,
po0.01, respectively). Thus, H1 was supported.

The results of Model 2 reveal that unit-level TFL was significantly related to unit-
level trust (γ¼ 0.93, po0.01, respectively), that unit-level trust mediated the
relationship between unit-level TFL and unit management innovation (γ¼ 2.84,
po0.01, Model 4), and that unit-level TFL remained significant but was reduced in
magnitude (γ¼ 2.00, po0.05, Model 4). Thus, H2 was supported.

H3 proposes that firm-level empowerment partially mediates the relationship
between firm-level TFL and unit-level management innovation. We followed the
four-step procedure for mediation described in Kenny et al. (1998) and controlled for
firm-level TFL in the analyses. As the first step, firm-level TFL needs to be related to
unit management innovation, which was supported in our testing of H1. In the test of
step 2, the empowerment climate was found to be a firm-level outcome variable; thus it
was appropriate to assess the effect of TFL on the empowerment climate at the firm
level using a regular ordinary least squares analysis. The results reveal that firm-level
TFL positively predicted the firm-level empowerment climate ( β¼ 0.74 po0.01;
adjusted R2¼ 0.55). In steps 3 and 4, we included the firm-level empowerment climate

Unit-level trust Unit management innovation
Level variables (M1) (M2) (M3) (M4) (M5) (M6) (M7)

Level 1 (n¼ 421)a

Intercept 4.83*** 3.18*** 19.56*** 19.48*** 16.13*** 19.67 19.31
Unit manager age (control) −0.43 −0.34 0.67 0.66 0.71 1.85 1.49
Unit manager tenure (control) −0.05 −0.00 0.29 0.28 0.32 0.27 0.28
Unit age (control) −0.15 −0.01 0.66 0.65 0.76 0.62 0.73
Unit size (control) 0.99 0.56 1.04* 1.05* −0.73 −0.89 −0.67
Unit management team
size (control) 0.01 0.00 0.73 0.64 0.49 0.59 0.59
Unit-level environmental
munificence 0.78* 0.22* 1.10* 1.04* 1.42* 1.91* 2.70
Unit-level TFL 0.93*** 4.46*** 2.00** 2.82*** 0.97 1.84
Unit-level trust 2.84*** 3.14***

Level 2 (n¼ 21)
CEO age (control) −0.36 −0.70 −1.47 −0.86 −0.97 −2.08 −4.51
CEO tenure (control) −0.07 −0.11 −1.16 −1.14 −1.80 −1.36 −0.46
Firm age (control) −0.30 −0.18 −1.31 −1.48 −1.82 −1.15 −2.45
Firm size (control) −0.00 −0.08 1.05 1.10 1.51 1.55 2.13*
TMT size (control) −0.00 −0.00 0.34 0.36 0.21 0.91 −1.63
Firm-level TFL −0.26 −0.25 2.27*** 2.12** 1.90** 0.96 1.17
Firm-level empowerment
climate 4.17*** 1.45* 2.69**
Pseudo R2 0.31 0.01 0.02 0.19 0.02 0.07
Notes: M, model; TFL, transformational leadership. In all models, Level 1 variables were grand-mean
centered. Entries corresponding to the predicting variables are estimations of the fixed effects, γs with
robust standard errors. aThe effects of unit-level TFL and firm-level TFL were controlled in Model 2
and Models 6-7. *po0.10; **po0.05; ***po0.01

Table II.
Hierarchical linear
modeling results:
effects of
transformational
leadership (TFL) on
unit management
innovation
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as a Level 2 predictor together with the firm-level TFL and the other unit-level
variables specified in Model 5. The results reveal that the firm-level empowerment
climate significantly predicted unit management innovation, and that the effect of firm-
level TFL remained significant but was reduced in magnitude (γ¼ 1.90, po0.01, Model
5). Thus, H3 was supported. The result of the Sobel (1982) test confirmed that the
mediation effect was significant (z¼ 2.40, po0.05, respectively).

H4 proposes that the unit-level trust among subordinates partially mediates the
effect of the firm-level empowerment climate on unit management innovation. The
results of Model 1 reveal that the firm-level empowerment climate was significantly
related to unit-level trust (γ¼ 4.17, po0.01), that unit-level trust mediated the
relationship between unit-level TFL and unit management innovation (γ¼ 3.14,
po0.01, Model 7), and that the firm-level empowerment climate remained significant
but was reduced in magnitude (γ¼ 2.69, po0.05, Model 7). Thus, H4 was supported.

5. Discussion
In this study, we theorized about the multilevel effects of TFL on management
innovation and the intermediate mechanisms that caused these effects. We found that
both unit- and firm-level TFL were positively related to unit management innovation.
Firm-level TFL was positively related to the firm-level empowerment climate. The firm-
level empowerment climate partially mediated the relationship between firm-level TFL
and unit management innovation. Unit-level trust partially mediated the relationship
between unit-level TFL and unit management innovation. Finally, unit-level trust
mediated the effect of the firm-level empowerment climate on unit management
innovation. Overall, several contributions emerge from the findings.

5.1 Implications for theory
First, we have revealed multilevel effects of TFL on unit management innovation.
Innovation researchers have tended to focus on only one level of analysis (Gupta et al.,
2007). In particular, extant research that examines leadership effects on management
innovation (Vaccaro et al., 2012), or other types of innovation (Elenkov et al., 2005), has
been focussed on leadership at a single level. Our theory suggests that a single-level
leadership approach (either at the firm or the unit level) is not sufficient to explain
innovative outcomes in complex organizations. It is desirable that innovative activities
occur also at lower levels of the organizational hierarchy (Burgleman, 1983b). To this
end, it is important to recognize that leaders at both the lower unit levels and the higher
firm level play a significant role in unit-level management innovation. Our results show
that neglecting any level of TFL will result in a deficient understanding of unit
management innovation. For this reason, we call for future research on the
simultaneous effects of leadership behaviors at multiple organizational levels.
Specifically, this approach bridges the macro- and micro- views of leadership. It
enriches the well-established upper echelons theory (Hambrick and Mason, 1984) by
showing that leaders at lower levels complement top managers in achieving desirable
organizational outcomes.

Second, we have identified the empowerment climate as a partial mediator in
disentangling the effects of firm-level TFL on unit management innovation. We have
expressed the opinion that the empowerment climate is significant and can be shaped
by leaders. We show that an empowerment climate that exists across the units is
critical to management innovation. Thus, we have enhanced the management
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innovation literature by underscoring the empowerment context as a factor that fosters
innovation and as an important mechanism through which leaders influence
management innovation.

Third, contrary to the finding of Jung et al. (2008) of a negative relationship between
empowerment and firm innovation, we found a significant positive relationship
between the firm-level empowerment climate and unit-level management innovation.
Although there is a relatively high power distance in Taiwan (Hofstede, 1997), people in
a high power distance context anticipate that leaders will act robustly to guide their
subordinates and will seldom delegate in the work setting (Adler, 2002). It is true that
leaders tend not to empower their subordinates in Taiwanese electronics and
telecommunications firms ( Jung et al., 2008) even in the case of extremely popular and
fast selling innovative products with a short life span (Bharadwaj and Konsynski, 1997)
as a result of the highly competitive consumer electronics industry and the uncertain
environment in Taiwan. Alternatively, in the context of the banking industry, with the
focus on both service and sales simultaneously (Yu et al., 2013), empowerment is vital to
assist frontline employees to be flexible and adaptive in their service to customers
(Ahearne et al., 2007; Chebat and Kollias, 2000; Hartline and Ferrell, 1996). Selling is also
a fairly free function which makes it essential that frontline staff at the branch level
have more autonomy in performing their roles (Oliver and Anderson, 1994). Moreover,
in order to achieve branch-level service and sales targets, frontline employees are
allowed to be flexible in their efforts to meet the different customers’ demands and to
search for opportunities to create their own operational guidelines (Mittal and Lasser,
1996; Yagil, 2006). For instance, employees at the branch-level are given more freedom
to reduce their up-and cross-selling efforts during rush periods and to focus mainly on
serving customers and generating a higher service performance (Yu et al., 2013). Such
forms of empowerment can help the frontline staff to make their own “judgment of
whether it is better not to sell” (Yu et al., 2013, p. 54). As a result, there may be more
delegation in the banking sector, which helps managers and employees to be flexible
and innovative in their service to customers.

Fourth, we theorized and demonstrated the mediating effects of unit-level trust on
the relationship between unit-level TFL, the firm-level empowerment climate, and unit
management innovation. Our results indicate that the positive effect of unit-level TFL
on unit management innovation can be achieved through the creation of higher levels
of trust at the unit level as cultivated by the unit’s leaders. This finding has significant
implications, illustrating that the effects of leadership at different levels do not occur in
isolation. In particular, due to the nested nature of business units within a firm, the
effect of the behavior of unit leaders can be affected by the broader organizational
context, which is ultimately attributed to the behavior of the top leaders. Likewise, the
firm-level empowerment climate, as shaped by the firm’s top leaders, will result in only
a sub-optimal outcome if there is a lack of effective leadership at the lower unit level.
Moreover, the firm-level empowerment context influences unit management innovation
by fostering higher levels of unit-level trust. Therefore, we contend that an effective
theory of leadership should also consider the interdependent relationship of leadership
behaviors across multiple levels. In fact, the current study is a useful response to the
call for cross-level research in the field of leadership (Mumford et al., 2007) and
management innovation (Birkinshaw et al., 2008). This study also extends our
understanding of the multilevel research in management especially in that it offers a
more detailed explanation of the relationship between leadership behaviors and
management innovation. Hitt et al. (2007) stated that the organizational real-world
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problem is too complex to understand only in macro- or micro- terms and needs to
integrate the insights from macro- and micro- research. Moreover, the findings
of this study support the notion that “improving the sense of fairness perceived by
individuals in a workplace requires improving understanding of the context within
which employees interact on a one-to-one basis” (Hitt et al., 2007, p. 1386) and the
underestimation of the cross-level effects (Hitt et al., 2007).

In addition to our theoretical contributions, our examination of the multilevel TFL
effect on management innovation in the banking sector of an emerging economy has
expanded the literature that hitherto has focussed on high technology sectors in
developed economies.

5.2 Practical implications
Firms operate more effectively when they generate management innovation. To help
ensure the effectiveness of management innovation, it is essential that firms, especially
those in the banking sector, encourage their managers to engage in TFL behaviors. The
managers must consider how to utilize their TFL behaviors to create trusting
relationships in order to achieve the organizational goals. For example, firms can train
leaders, by using role-playing to teach managers how to engage in such behaviors, and
by including goal setting as a way to motivate managers to apply those behaviors
when interacting with employees. Such efforts should be carried out at multiple levels
in the hierarchy, as the TFL activities at different levels should complement each other
if they are to enhance management innovation.

Firms can also take steps to develop a supportive climate, including higher levels of
autonomy, delegation, freedom and task accountability, in order to promote higher
levels of trust at the lower levels of the organizational hierarchy. Organizational efforts
in areas such as the selection and training of employees can help the employees acquire
relational skills and attitudes that will lead them to look for new initiatives or
modifications to the existing management practices, processes, structures or
techniques. Managers can also generate a socially supportive environment within
which individual employees will be able to develop trusting relationships to support
empowerment initiatives (Spreitzer, 1996). Moreover, because unit managers operate
within the organizational context, firms should develop higher levels of autonomy,
freedom, task accountability and task accomplishment at the firm level, including
selecting and/or training unit managers on TFL. This would further enhance the
effectiveness of both the firm-level empowerment climate and the unit manager’s TFL
in implementing unit management innovation.

5.3 Limitations and further research directions
This study has several limitations that indicate directions for fruitful future research.
First, building on this study, which examines the multilevel effects of TFL on
management innovation, future research may also use multilevel studies to examine
the interaction between individuals, firms, the external environment and industry-
specific factors, in order to gain an understanding of how management innovation is
adopted and diffused (Dijksterhuis et al., 1999).

Second, this study did not examine whether other types of leadership, such as
transactional leadership, might help or hinder management innovation across levels.
For example, transactional leaders might use contingent rewards to motivate
employees to achieve the organizational goals associated with management innovation
across units and at both the unit and the firm levels.
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Third, we found that the empowerment climate in a firm is a partial mediator for
management innovation. One interesting line of future research would be to identify
and examine other potential mediators linking TFL and management innovation
through multilevel perspectives.

Fourth, the data of this research mainly focussed on the banking sector in Taiwan.
There is a need to explore whether the relationships found in this study, especially the
positive relationship between empowerment and management innovation, are due to
the specific features of the banking sector and/or cultural values embedded in a
relatively high power distance society (e.g. Taiwan) from which this study drew the
banking sample. Future research could examine more samples from different
industries, such as manufacturing, and different cultures such as a low power distance
society (e.g. UK) with a view to increasing the generalization of this study’s results.

Finally, the measurements used in this study dealt with new management practices,
processes, structures or techniques at the unit level. While we took steps to assess the
validity and reliability of our measurement method, future research may further assess
its psychometric properties using additional samples.

Notes
1. Previous studies have examined administrative innovation (Damanpour and Evan, 1984).

Administrative innovation typically refers to a narrow range of innovations around
organizational structure and human resource policies and does not include innovations in, for
instance, marketing or operations management (Birkinshaw et al., 2008). In this study,
we adopted Birkinshaw et al.’s (2008) term of and definition for management innovation.

2. This research project had purchased the copyright of the Multifactor Leadership
Questionnaire (MLQ-5X), developed by Bass and Avolio (2000), to conduct the data collection.
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