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ABSTRACT 

 

Innovation is vital to the survival and prosperity of small and medium-sized 

enterprises (SMEs). Such firms have the inherent liability of limited resources, which 

creates a barrier to their pursuit of innovative activities. To compete with larger 

incumbents and sustain competitive advantages, leaders, the principal 

decision-makers, play a key role in devising innovation strategies and have overall 

responsibility for firms’ ultimate performance.  

 

This study draws on the resource-based view (RBV) and dynamic capabilities 

perspective (DC) to develop a model linking leadership (resource) to innovation 

(dynamic capability) and product innovation performance (sustainable competitive 

advantage). In addition, it suggests that reward philosophy and entrepreneurial culture 

can enhance or hinder the effect of transformational and transactional leadership on 

exploratory and exploitative innovation in the context of SMEs.  

 

Using a quantitative research method, 151 valid pairs of questionnaires (i.e. 302 

respondents) were collected from the top management of small and medium-sized 

manufacturing firms in China. The empirical findings showed that transformational 

leadership behaviors could foster both exploratory and exploitative innovations. 

Transactional leaders, consistent with the literature, could facilitate exploitative 

activities, but not exploratory innovation. The data analysis also indicated that 

different types of innovation delivered different benefits to firms. In addition, reward 

philosophy and entrepreneurial culture had divergent moderating effects on the 

relationship between leadership style and innovative outcome.  
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CHAPTER 1: INTRODUCTION  

 

In today’s complex global economy, all organizations, regardless of size, face 

enormous pressures arising from a dynamic and competitive marketplace. 

Fast-moving technological changes, widespread globalization, shortening product and 

service life cycles, and the demands of increasingly sophisticated customers have 

resulted in a hypercompetitive landscape. Uncovering the factors that nourish 

organizational innovation is important for firms, so that they can promote long-term 

performance and build sustainable competitive advantages (Kim, Min, & Cha, 1999). 

The strategic leadership literature has shown that leadership style is vital for 

embracing and stimulating innovation across organizations (Kanter, 1983; 

McDonough, 2000; Van de Ven, 1986).  

In the field of entrepreneurship, prominent scholars (e.g. Davidsson, 2004; Kim 

& Maubourgne, 2005; Schumpeter, 1982) have argued that innovation is pivotal to 

enterprises’ ability to survive and thrive in the marketplace. Innovation is of utmost 

importance for product development in small and medium-sized enterprises (SMEs). 

Unique and specialized product offerings can help SMEs satisfy customer needs in 

niche markets, and allow them to avoid head-to-head competition with large 

incumbents. As innovation capability is a type of dynamic capability exhibiting path 

dependence (Eisenhardt & Martin, 2000; Teece et al., 1997; Wang & Ahmed, 2007), it 

is beneficial to firms’ performance. Embracing an innovation-oriented strategic 

direction can thus enhance small and medium-sized businesses’ performance and 

growth.  

 Leadership style and behavior are highly relevant in this research context, 

because CEOs and entrepreneurs are the primary decision-makers in SMEs. They are 

responsible for introducing new ideas, setting specific goals and objectives, allocating 
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resources, devising strategies, and providing employees with incentives for innovation 

(Harbone & Johne, 2003; McDonough, 2000; Sethi, 2000). However, SMEs’ 

relatively small size and resource scarcity mean that they may benefit less from 

innovation. According to upper echelons theory, leaders are entirely responsible for 

dealing with such liabilities by allocating resources and capabilities in a timely and 

effective fashion. Examining the relationship between leadership and innovation is 

therefore particularly critical in the context of SMEs.  

 

1.1 Research Background 

1.1.1 Small and Medium-sized Enterprises (SMEs)  

Strategic decision-making concerning innovation is particularly critical for SMEs 

relative to multinational enterprises (MNEs). Entrepreneurship studies have found that 

innovation is a salient component of a firm’s profitability and sustainability in the 

current hypercompetitive marketplace (e.g. Kim & Maubourgne, 2005; Schumpeter, 

1982). Small and medium-sized businesses may target niche or unserved markets. 

Entrepreneurs and top management must accordingly develop an innovative mindset 

and positive organizational culture to compete with larger incumbents in the same 

industry.  

Indeed, SME entrepreneurs and top management can benefit from embracing 

innovation in various ways. First, SMEs’ smaller size means that they can be more 

flexible and agile in response to a changing environment. Their relatively flat 

organizational structure can speed decision-making, allowing them to outperform 

bigger competitors by meeting customers’ untapped needs with novel or customized 

products, services, processes, or business models (Porter, 1980). Being innovative can 

thereby help SMEs gain above-average rents and success.  

Second, tapping and exploiting niche or gap markets can reduce customers’ price 
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sensitivity by offering unique products and services. In this way, early movers in the 

industry can develop brand loyalty. Offering unique products or services can not only 

avoid price competition, but also create a barrier to other firms’ entry. All of these 

outcomes can facilitate SMEs’ growth by allowing them to earn rents and strengthen 

their position in the industry.  

Although SMEs can benefit significantly from being innovative, some prominent 

scholars (e.g. Van de Ven, 1986) have argued that SMEs may encounter challenges 

when adopting an innovation-oriented strategy. Their smallness leads to several 

constraints, such as resource limitations, which means they must act differently from 

large corporations in the pursuit of innovation.  

Due to rapid globalization, changes in sophisticated customers’ requirements 

lead to shorter product life cycles (Jung et al., 2003; Tierney et al., 1999). This results 

in increased competitive pressure on SMEs. To enhance competitiveness, more and 

more SMEs are re-engineering products and services, applying new marketing 

techniques, and improving management systems. Some governments have found that 

engendering a climate of innovation among SMEs can provide more employment 

opportunities and improve the national economy as a whole. As a result, SMEs play a 

more and more vital role in today’s global economy. Their innovation performance 

and success have paramount significance for worldwide economic development. 

 

1.1.2 Interrelationships between SMEs’ Innovation, Leadership, and Performance 

The current global marketplace is characterized by dynamism and transformation, 

which pose significant challenges to SMEs’ survival. Innovation involves high 

exposure to risk and commitment of resources for SMEs. Accordingly, an SME must 

implement internal organizational changes to confront unfamiliar contingencies and 

industry competition. These contingencies may have long-term effects on survival and 
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product innovation performance. To increase SMEs’ competitive advantages, 

academic researchers and business practitioners require a model for the relationships 

between leadership (as a resource), innovation (as a dynamic capability) and product 

innovation performance (as an outcome) (Crossan & Apaydin, 2010; Jansen, Vera, & 

Crossan, 2009).  

Some scholars have found that contextual conditions may influence the 

innovation outcomes of different types of leadership (e.g. Dess et al., 1997; Downs & 

Mohr, 1976; Jansen et al., 2009). Sometimes, there may be a poor fit between the type 

of leadership and desired organizational outcomes (Jansen et al., 2009). Accordingly, 

one way to advance research on entrepreneurship and strategic leadership is to answer 

the following question: “How do different types of leadership, in what contexts, 

deliver different innovation outcomes, and how can this ultimately benefit SMEs’ 

product innovation performance?”  

 

1.2 Research Gaps 

This study addresses three gaps in the research on the relationship between 

leadership and innovation. First, researchers and practitioners exploring innovation 

have tended to focus on the effects of transformational leader behaviors on 

exploratory and exploitative innovation, neglecting transactional leaders (Kraft & 

Bausch, 2016). However, as asserted by Bass (1999), the best leaders combine 

transformational and transactional leadership. Howell and Avolio (1993) similarly 

emphasized the complementary relationship between transformational and 

transactional leadership behaviors. Both leadership styles may contribute to enhancing 

innovation.   

Second, previous research has found inconsistent results regarding the 

relationship between transformational leadership and types of innovation. Some 
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studies have supported Jansen et al.’s (2009) empirical finding that transformational 

leaders can promote exploratory but not exploitative innovation. Other empirical 

studies have obtained opposing findings (e.g. Chang, 2015; Gumumusluoglu & Ilsev, 

2009), reporting that transformational leaders contribute to exploitative innovation by 

acting as role models (individualized influence), cultivating open communication 

(individualized consideration), encouraging employees’ self-confidence and 

self-efficacy (inspirational motivation), and thinking “out of the box” (intellectual 

stimulation). Therefore, the current study attempts to resolve this inconsistency in 

previous findings concerning the relationship between transformational leadership and 

different types of innovation.   

Lastly, some scholars have commented that it remains unclear, both theoretically 

and empirically, how transformational and transactional leaders influence exploratory 

and exploitative innovation (e.g. Chen et al., 2014; Kortmann, 2014). Due to the 

divergent attributes of exploratory and exploitative innovation, different 

organizational cultures and practices are required in a firm to achieve a certain type of 

innovation outcome (Atuahene-Gima & Ko, 2001; Kraft & Bausch, 2016; Noble et al., 

2002; Slater et al., 2014). Therefore, it is essential to understand which organizational 

cultures, mechanisms, and conditions stimulate a specific type of innovation (Slater et 

al., 2014). Nevertheless, few scholars have addressed this issue. One exception is a 

meta-analytical study conducted by Kraft and Bausch (2016), which provided insights 

into the effect of transformational leadership behaviors on exploratory and 

exploitative innovation. The authors proposed some mediators, such as strategic 

orientation, learning orientation, and market orientation that can promote different 

types of innovation. As such, this study aims at examining the moderating influence 

of corporate entrepreneurial culture on the effects of transformational and 

transactional leaders on exploratory and exploitative innovation (Jansen, Vera, & 
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Crossan, 2009). 

 

1.2.1 Research Questions 

The need for innovation poses challenges to SMEs, because it requires strategic 

shifts in resource commitments, operations, and business models. This study therefore 

addresses the following research questions. 

1) How do different types of leadership affect an SME’s exploratory and 

exploitative innovation, and its subsequent product innovation performance?  

2) Which types of organizational culture moderate the relationship between 

transformational/transactional leadership and innovation outcomes?  

 

1.3 Research Objectives 

Using the resource-based view (RBV) and its extension—the dynamic 

capabilities perspective (DC)—as baseline theories, this study proposes a conceptual 

model that contrasts the effects of two types of leadership on a SME’s innovation 

capabilities, which in turn affect its new product innovation performance. It also 

investigates the moderating roles of two corporate entrepreneurship variables, reward 

philosophy and entrepreneurial culture.  

As innovation involves social interaction between a leader and subordinates, this 

inquiry focuses on two frequently researched leadership styles: transformational and 

transactional. Transformational leaders focus on the collective interest and long-term 

goals and vision (Bass & Avolio, 2000). Transactional leaders emphasize the status 

quo, rule-based governance, and contractually based relationships with subordinates 

(Bass, 1985). Both types of strategic leadership notably influence firm-level 

characteristics, especially innovation (Bass 1985, 1998; Burns, 1978; Chen et al., 

2014). This study explores two forms of innovation described by March (1991): 
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exploratory (exploring new ideas) and exploitative (exploiting existing knowledge 

and experience). “Product innovation performance” refers to the extent to which a 

firm can achieve a desired return on investment and profitability from new product or 

service development (Atuahene-Gima & Ko, 2001). This study also proposes that two 

corporate entrepreneurial characteristics (reward philosophy and entrepreneurial 

culture) have distinct effects on the relationship between leadership and innovation. 

“Reward philosophy” refers to top management’s attitudes toward rewarding 

individuals based on the value they have created for the firm (Brown et al., 2001; 

Stevenson, 1983). Entrepreneurial culture is defined as top management’s 

proactiveness in generating and implementing new ideas and activities (Brown et al., 

2001).  

Therefore, this study has two major research objectives. First, it draws on the 

RBV framework and DC perspective to contextualize the relationships between 

leadership style (Bass, 1985; Burns, 1978), innovation type (Benner & Tushman, 

2003; March, 1991), and product innovation performance in the SME context. It 

develops a comprehensive theoretical model that links leadership as antecedent, 

innovation as process, and product innovation performance as outcome.  

Second, the study examines how alternative organizational processes and 

cultures under corporate entrepreneurship (reward philosophy and entrepreneurial 

culture) affect the relationship between leadership style and innovation outcomes. It is 

hypothesized that SMEs can benefit from adopting an appropriate organizational 

culture to stimulate different innovation outcomes, leading to more desirable product 

innovation performance.  

This study thus addresses an amalgamated question from the two questions 

above: “How do different types of leadership in SMEs, under what organizational 

contexts, enable which types of innovation, and lead to positive product innovation 
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performance?” It will accordingly provide managerial insights for business 

practitioners in addition to contributing to the theoretical literature.  

 

1.4 Research Contributions 

This study makes three contributions to the literature. First, by drawing on the 

RBV framework and DC perspective, it unpacks the relationships between leadership, 

innovation, and product innovation performance by developing a more comprehensive 

theoretical model. Ambrosini and Bowman (2009) suggested that it is fruitful to 

incorporate the RBV and DC perspective into other fields of inquiry, such as 

innovation. This leaves room to probe how leadership, as an important resource, can 

enable innovation (dynamic capability), resulting in better product innovation 

performance (sustainable competitive advantage). Therefore, using these two concepts 

together can offer a more robust theoretical explanation of the relationships between 

leadership, innovation, and product innovation performance. 

Second, the findings can refine our understanding of the relationship between 

leadership behaviors and innovation outcomes. Prior research has provided valuable 

insights into the direct effect of transformational leaders on innovation. This study 

highlights the different relationships between types of leadership (transformational 

and transactional leadership behaviors) and types of innovation outcomes (exploratory 

and exploitative innovation). This can help to resolve previous inconsistent empirical 

findings regarding the effect of transformational leadership on exploratory and 

exploitative innovation. This research also responds to the call of Kraft and Bausch 

(2016) for further examination of how leadership development enhances or hinders 

exploratory and exploitative activities within an organization.  

Third, this study examines the interaction effects of corporate entrepreneurship 

in SMEs, showing how small and medium-sized firms’ organizational cultural 
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characteristics affect innovation. It emphasizes the moderating roles of reward 

philosophy and entrepreneurial culture, which foster different types of innovation 

activities within an organization. By nurturing different philosophies, values, 

behaviors, and attitudes, leaders enable distinct types of innovation (Slater et al., 

2014). Hence, the moderators presented in this research not only help to overcome the 

liabilities of smallness and different ownership types among small and medium-sized 

firms, but also synthesize previous research by improving our knowledge of the roles 

of reward philosophy and entrepreneurial culture in generating explorative and 

exploitative innovation.  

From the practical perspective, this study will provide decision-makers at SMEs 

with a useful analytical tool to inform their innovation-oriented strategic 

decision-making. Hence, they can increase their firms’ chances of success and growth. 

The quality of entrepreneurs’ and top management’s decisions can be improved 

through a theoretically determined innovation-oriented strategy. Furthermore, 

leadership, as a human resource, and innovation, as a type of dynamic capability, 

facilitate a firm’s internal resource integration and renewal (Zhou & Li, 2010). 

Therefore, given the distinct effects of transformational and transactional leadership 

styles on innovation, entrepreneurs and top management can promote specific types of 

innovation through appropriate leadership behavior. SMEs can shape their innovation 

direction by learning from and modifying leadership styles and behaviors, allowing 

them to continuously innovate and remain competitive (Dess & Picken, 2000). Lastly, 

insights into the corporate cultural characteristics of reward philosophy and 

entrepreneurial culture may be relevant to larger firms. 

 

 

1.5 Organization of the Thesis 

Chapter 2 reviews and assesses the literature on the development of the RBV, the 
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DC perspective, leadership styles, innovation, corporate entrepreneurship, and product 

innovation performance. Chapter 3 elaborates on the RBV and DC perspective as the 

theoretical foundations of the study and develops five hypotheses to be explored using 

the proposed theoretical model. The research methodology, measures, and analytical 

method are outlined in Chapter 4. The analytical results are presented in Chapter 5. 

Chapter 6 concludes the study by presenting the major findings and theoretical and 

practical implications, outlining the study’s limitations, and giving suggestions for 

future research.   
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CHAPTER 2: LITERATURE REVIEW 

 

In the strategic management literature, a fundamental question is how an 

enterprise can create and sustain a competitive advantage in an ever-changing 

business environment (Teece, Pisano, & Shuen, 1997). This study aims to provide a 

deeper understanding of how different types of leadership in different contexts affect 

different kinds of innovation at the organizational level and lead to product innovation 

performance.  

According to the RBV, leadership is a major firm-specific resource that can align 

an organization’s strategic moves with its objectives and goals. Innovation is a 

capability that allows firms to survive and evolve in the light of intensified 

competition and dynamic changes in the 21
st
 century (e.g. Deeds et al., 1999; Tripsas, 

1997). As this study seeks to examine how leadership (resource) can lead to 

innovation outcomes (dynamic capability), the author uses the RBV and DC to 

illustrate the relationship between leadership and innovation.  

This chapter is divided into four parts. The first is a review of the literature on 

the RBV and DC perspective. The second reviews the literature on the key constructs 

used in this study: leadership, innovation, organizational variables, and product 

innovation performance. The third part reviews empirical studies on leadership and 

product innovation performance. The last part discusses gaps in the literature.  

 

2.1 Theories 

2.1.1 Resource-based View (RBV) 

According to Barney (1991), the RBV holds that firms should focus on a set of 

firm-specific resources and capabilities with the following characteristics: (1) 

perceived as valuable by customers; (2) rare in the market; (3) costly to imitate; 
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and/or (4) difficult for rivals to replace. All of these features can help focal firms 

create sustainable competitive advantages, leading to superior firm performance in the 

market. The RBV was developed by Edith Penrose (1959), one of the first scholars to 

identify the importance of resources to a firm’s competitiveness and growth in an 

industry. She proposed that a firm can benefit from collecting high-yield, high-value 

resources (Penrose, 1959), fully utilizing their value to the firm itself. Later, 

Wernerfelt (1984) and Barney (1991) built on her insights by developing a more 

comprehensive, empirically testable theoretical framework for the RBV. In this 

framework, resources under a firm’s direct control are either tangible or intangible, 

and can be categorized as physical, financial, human, or organizational.  

Capabilities are also essential to a firm, as a subset of resources developed over 

time through interactions between firm-specific resources (Amit & Schoemaker, 

1993). Capability is defined as a firm’s abilities and competencies in developing 

processes, with both explicit and implicit elements. Winter (2003) later described 

capability as consisting of different parts (complex), being structured, and involving 

several dimensions (multidimensional). From the strategic management perspective, 

capabilities, like resources, must be unique and difficult for competitors to imitate or 

replace, so that they can become a source of revenue to the firm. As such, resources 

and capabilities are the basis for the RBV explanation of how a firm achieves a 

sustained competitive advantage in the industry (Teece, Pisano, & Shuen, 1997).  

Nonetheless, Eisenhardt and Martin (2000), Winter (1995), and other scholars 

have pointed out that the RBV mainly focuses on a static business environment, 

which is no longer adequate given the emergence of globalization in the 1990s. Audia, 

Locke, and Smith (2000) also challenged the RBV for its failure to address dynamic 

environmental changes, because competitive, technological, social, political and 

regulatory shifts can negatively impact a firm’s long-term performance in a globalized 
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marketplace.  

As a result, Teece, Pisano, and Shuen (1997) proposed an emergent DC 

framework to reflect the dynamism of the global economy. This aligns with scholars 

who have described the current marketplace as hypercompetitive (D’Aveni, 1994) or 

high-velocity (Bourgeois & Eisenhardt, 1988). Consequently, the DC approach offers 

an expansion of the RBV, as it takes the ever-changing environment into consideration 

to explain how a firm can maintain a competitive advantage.   

 

2.1.2 Dynamic Capabilities (DC) 

Teece (2009) asserted that resources must be continuously renewed to satisfy the 

condition of being specialized assets that are difficult for competitors to imitate or 

substitute. Teece, Pisano, and Shuen’s (1997) term “dynamic capabilities” has two 

elements. “Dynamic” refers to the capacity of a firm to achieve consistency, 

responding to the rapidly changing business environment by continuously renewing 

existing core competences and creating innovative responses. “Capabilities” 

highlights the role of strategic management, which allows a firm to adapt, integrate, 

and reconfigure its skills, resources, and competences at the functional and 

organizational levels in a prompt and appropriate manner, resulting in a better fit with 

the fast-moving business context.  

According to Peteraf et al. (2013), two seminal papers have strongly influenced 

the scholarly development of the DC approach. The first is the influential paper 

written by Teece, Pisano, and Shuen (1997) mentioned previously. They defined 

dynamic capability as firm management’s ability to address a fast-changing 

environment, internally and externally, through the integration, creation, 

establishment, and reconfiguration of resources and competences (Teece et al., 1997). 

This results in a sustained competitive advantage in an unpredictable landscape. Teece 
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(2007) made an additional contribution by showing that DC are capacities that can 

help the firm to discern and define opportunities and threats, capitalize on 

opportunities in the market, and bolster its competitiveness by strengthening, 

integrating, safeguarding, and reconfiguring tangible and intangible, explicit and tacit 

assets.  

The other influential paper is by Eisenhardt and Martin (2000). Their definition 

of DC is similar to Teece et al.’s (1997), highlighting the processes undertaken to 

utilize, amalgamate, reconfigure, acquire, and release resources to match the 

marketplace’s needs and demands, initiate market changes, and become a leader in the 

industry. Thus DC are the strategic-level routines by which a firm acquires and 

configures new resources when markets appear, separate, grow, mature, and decline. 

Eisenhardt and Martin maintained that different DC are necessary depending on the 

degree and scale of environmental changes. Hence, they divided markets into two 

categories, moderately dynamic and high-velocity, based on the level of market 

dynamism.  

Despite the difference in boundary conditions between these two papers, both 

pointed out that market dynamism is the key driver of DC. In addition, consistent with 

Teece (2007, 2009, 2012), Wang and Ahmed (2007) identified three common 

characteristics of DC: adaptive, absorptive, and innovative. In this dissertation, 

innovation outcome is defined as a firm’s output due to the influence of leaders. 

Innovation is an inherent capability used by a firm to evolve continuously in response 

to fierce competition and changes. This capability helps a firm create market-based 

advantages through new product and market development. The key to success is to 

make sure that the generation and implementation of innovation within a firm are 

consistent with its available resources. As such, the more innovative a firm is in its 

strategic orientation, organizational processes, and modeling, the more it displays DC.  
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As mentioned earlier, among all types of resources, leadership—a key dedicated 

firm-specific resource—and innovation—a major dynamic capability—are the major 

foci of this paper, for the following reasons.   

Under conditions of uncertainty, any changes that arise within or outside a firm 

may have different meanings and consequences. Not only does a firm possess unique 

resources, but different decision-makers have their own perspectives on and 

interpretations of management philosophies. The subjectivity of entrepreneurs and top 

managements’ perceptions, assumptions, and preferences results in their taking 

different courses of action to benefit themselves and employees. This has the greatest 

impact on the strategic decision-making process of SMEs, because their leaders are 

solely responsible for decision-making within an enterprise. The top management of a 

similar set of businesses facing similar situations may reach dissimilar judgments and 

responses because of their differing evaluations of opportunities and threats. 

Therefore, to examine corporate strategies such as innovation, we have to focus on the 

principal antecedent, i.e. individuals with the authority to allocate resources and 

capabilities. Exploring the question “What makes managers different?” can also help 

answer the question “What makes firms different?” in this ever-changing business 

world (Adner & Helfat, 2003).  

Furthermore, innovation-related strategic decisions are formulated based on 

senior management’s interpretation of their forecasts about a specific competitive 

industrial sector, and their beliefs of their own competences to amalgamate their firms’ 

resources and capacities within or across industries. This notion agrees with Teece’s 

(2012, p. 1398) claim that DC are developed within a firm based on top 

management’s skills and knowledge. He also highlighted that entrepreneurial 

managers have a crucial role in the domain of DC, which he called a “new hybrid of 

entrepreneurial managerial capitalism.” This involves a process in which top 
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management evaluates opportunities and identifies threats arising from the external 

environment, governs resource allocation, and restructures organizational systems and 

procedures to accommodate the execution of a policy or course of action. In so doing, 

enterprises can confront a dynamically competitive environment, resulting in 

sustained superior firm performance.  

Wang and Ahmed (2004) defined innovation capability as a firm’s ability to 

develop new products and markets to satisfy customers’ changing needs and maintain 

competitiveness. This has to be achieved by aligning strategy with organizational 

behaviors, processes, and strategies. The CEO of IBM, Sam Pamisano, pointed out 

that innovation is about much more than new product development. It is about 

meeting potential customers’ demand by reinventing a new business model and 

processes to accommodate the untapped market. Therefore, innovation is an inherent 

firm-embedded capability, allowing it to evolve continuously when facing fierce 

competition and changes. This capability helps a firm create market-based advantages 

through product and market development. The key to success is to make sure that 

innovation within a firm is consistent with its available resources and capabilities, in 

addition to external needs. The more innovative a firm is in its strategic orientation, 

organizational processes, and modeling, the more it displays DC.  

In conclusion, the resource- and capability-based perspectives show that different 

types of leader can facilitate different types of innovation by exploiting the firm’s 

resources and capabilities and developing an appropriate organizational culture. 

Consequently, the RBV and DC approach can serve as a theoretical framework to 

illustrate the relationships between leadership, innovation, and product innovation 

performance.  

  

2.2 Key Constructs and their Inter-relationships  
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2.2.1 Leadership  

 According to Yukl and Heaton (2002), leadership is a social interaction process 

in which the leader influences employees’ behaviors through his or her role, status, 

and authority to accomplish organizational goals such as strategy development and 

relationship building. 

The central notion of upper echelons theory is that different executives have 

different interpretations of and strategic responses to situations, due to their different 

personalities, prior knowledge, and values (Hambrick & Mason, 1984; Hambrick, 

2007). A better understanding of decision-makers’ cognitions, biases, and orientations 

can help explain “why organizations do the things they do, or why they perform the 

way they do” (Hambrick, 2007, p. 334).  

Entrepreneurs and top management, as executive leaders, are responsible for 

devising firm-level strategies in response to a highly dynamic environment. Hambrick 

(1989) reiterated that they have ultimate accountability for what happens inside an 

organization, both individually and collectively, such as setting goals and objectives, 

developing plans and tactics, and making strategic decisions to allocate resources and 

capabilities. They thus have overall responsibility for conducting all activities and 

producing desired outcomes and performance. This top-down perspective indicates 

that leadership plays a key position in the entire organization’s environment and 

culture (Bass, 1999).  

 Leadership has received extensive attention from academics and business 

managers in past decades, as its styles and qualities have a critical long-term impact 

on businesses’ survival and prosperity. Transformational and transactional leadership 

are two widely recognized organizational leadership styles; they were first identified 

by Burns (1978), whose work was then developed by Bass (1985). This framework 

has since been extended to investigate other fields from an organizational-level 
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perspective, such as structure, culture, and innovation (e.g. Elenkov et al., 2005). 

Numerous researchers (e.g. Bass, 1985; Bass & Riggio, 2006; Howell & Avolio, 1993) 

have argued that innovation is an important element of transformational leadership. 

Indeed, this specific type of strategic leadership has a noteworthy influence on the 

research context of innovation (Rosing, Frese, & Bausch, 2011). Few studies have 

explored the association of transactional leadership with innovation, although 

previous research has showed that this correlation has a certain level of viability and 

validity (Dayan et al., 2009; Jansen et al., 2009; Rosing et al., 2011). This study thus 

explores whether transformational and transactional leadership have direct but 

dissimilar effects on different innovation outcomes.  

In Burns’s (1978) qualitative study of political leaders, he classified leadership 

styles based on the relationship between leaders and organizational members (Conger 

& Kanungo, 1998), i.e., on the exchange relationship between leaders and followers 

(Judge & Piccolo, 2004). From Burns’s point of view (1978), transactional leaders are 

more common than transformational leaders. Nevertheless, Bass (1998) held a distinct 

view, arguing that transformational leadership is built on the foundation of 

transactional leadership, which he called the “augmentation effect.” This means that 

transformational leadership is an extension of transactional leadership. In other words, 

these two leadership styles are not mutually exclusive but complementary. This 

standpoint was supported by Howell and Avolio (1993), who found that an effective 

leader is characterized by both transformational and transactional leadership.   

 

2.2.1.1 Transformational Leadership 

 Transformational leadership is defined as a leadership style in which leaders 

prioritize their organizations’ collective interests and goals over their own self-interest 

(Bass & Avolio, 2000). Leaders displaying transformational behaviors are facilitators, 
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mentors, trainers, agents, and relationship builders. They develop followers’ 

self-confidence, self-efficacy, and self-respect (Bass, 1990), and induce them to move 

beyond their self-interest to work for the benefit of the corporation as a whole (Bass, 

Avolio, Jung, & Berson, 2003). Rather than simply stressing rules and regulations, 

transformational leaders direct followers toward longer-term goals, values, missions, 

and visions by cultivating an intimate emotional attachment with them (Yammarino, 

Dubinsky, Corner, & Jolson, 1997). In addition, by focusing on “extra-role 

performance” instead of “in-role performance” (Podsakoff et al., 1990, p. 109), 

transformational leaders raise followers with average ability or work quality to a 

higher level of performance and excellence (Boal & Bryson, 1988) by encouraging 

them to perform more tasks and duties than required (Yukl, 1989). As a result, 

followers under transformational leaders can maximize their collective performance 

by exceeding expectations (Bass, 1985).  

 Bass (1985) advanced Burns’s (1978) leadership theory by distinguishing two 

main features, emotional and intellectual, based on a study of military officers in the 

U.S. Army College. The emotional feature has two components: charisma and 

individualized consideration (IC). The latter feature focuses on intellectual stimulation 

(IS). Transformational leadership was thus portrayed by Bass (1985) as a higher order 

construct, encompassing three distinct dimensions: charismatic leadership, IS, and IC. 

The dimension of inspirational motivation (IM) was later added, and “charismatic 

leadership” was changed to “idealized influence” (Avolio, Bass, & Jung, 1999). 

Accordingly, there are four leading features of transformational leadership in the most 

recent version.  

 

2.2.1.1.1 Idealized Influence (II)  

 “Charisma” or “idealized influence” refers to the extent to which leaders inspire 
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admiration, respect, and trust in their followers (Avolio et al., 1999). The more that 

leaders present themselves as charismatic role models, the greater their followers’ 

pride, appreciation, respect, and favor. This means that employees develop a strong 

sense of identification with their leaders. Through II, leaders not only display their 

willingness to share risks with employees, but also exhibit conviction, empathy, and 

emotional attachment to their subordinates. By cultivating a personal connection with 

their followers, they impart a strong, consistent, and collective sense of principles, 

values, and missions to employees. Followers are encouraged to go beyond 

self-seeking and egotism to strive for the benefit and interests of the organization 

(Bass et al., 2003). Charismatic leadership, i.e. leadership characterized by II, is a key 

performance predictor for business units (Howell & Avolio, 1993). Subordinates who 

admire, trust, and respect their leaders can enhance the product innovation 

performance of an organization (Gumusluoglu & Ilsev, 2009).  

 

2.2.1.1.2 Inspirational Motivation (IM) 

 Leaders display a high degree of IM if they can motivate others by providing 

meaning and challenges. Through clear and explicit communication about objectives 

and goals, both individual and team spirit can be increased. This can not only provide 

organizational members with intrinsic motivation to perform better and strive for 

long-term success (Mumford, Scott, Gaddis, and Strange, 2002), but also cultivate 

communicative culture throughout the firm (Hult, Ferrell, Hurley, Giunipero, 2000). 

In addition, leaders with good IM can inspire others by articulating an appealing 

mission and vision (Bass & Riggio, 2006). By envisioning and sharing a compelling 

future state or condition, followers have a clear picture of the company’s strategic 

directions and goals. Hence, they commit resources, time, and energy to performing 

better than expected. Followers become more optimistic because leaders discuss the 
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future with them openly and positively. In other words, high IM can create interactive 

mission and vision, foster open and effective communication, and ensure shared 

values (Adair, 1990). All of these features positively influence organizational 

innovation (Kanter, 1983). Moreover, according to Bass and Riggio (2006), this 

dimension together with II can form a single combined leadership style, 

“charismatic-inspirational leadership,” which encourages employees to engage in 

brainstorming throughout the new product development process (Sosik, Kahai, & 

Avolio, 1998).  

 

2.2.1.1.3 Intellectual Stimulation (IS) 

“Intellectual stimulation” refers to how leaders arouse their employees’ interest 

and enthusiasm by querying existing assumptions and working processes, reframing 

problems from different perspectives, and tackling circumstances with completely 

new methods (Bass, Avolio, Jung, & Berson, 2003). Employees are stimulated to 

think unconventionally (Jung, Chow, & Wu, 2003) by adopting an explorative 

thinking style. This can cultivate a more open mindset and greater adaptive capability 

for dealing with a dynamic external environment. Even if an individual makes a 

mistake, there is no public criticism from the top (Avolio et al., 1999). 

Transformational leaders induce a creative organizational culture and atmosphere by 

demonstrating a positive stance toward innovation through empowerment. Employees 

thus not only generate novel ideas and solutions to address problems and weaknesses 

in working methods, but are also motivated to work independently. As a consequence, 

leadership emphasizing IS is crucial for organizational innovation (Jung & Sosik, 

2002) and a key predictor of business innovation performance (Howell & Avolio, 

1993).  
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2.2.1.1.4 Individualized Consideration (IC) 

 This dimension refers to the degree to which leaders pay one-on-one attention to 

employees and support their desire for accomplishment and growth (Avolio et al., 

1999). Each employee may have different strengths, potentials, competencies, and 

definitions of success. Paying full, individualized attention to employees makes it 

possible to build a thoughtful relationship with them. Acting as a coach and mentor, 

transformational leaders can recognize subordinates’ needs and desires and assign 

tasks appropriately. During coaching and mentoring, training and personalized 

support are provided to accommodate members’ needs to reach their maximum 

potential (Bass, 1985). Indeed, IC can facilitate two-way communication between 

leaders and followers. Subordinates can express their opinions and difficulties to 

leaders, and leaders can in turn provide personalized, timely feedback and assistance. 

This can promote organizational learning (Manz et al., 1989) and increase rapport and 

reciprocal trust between leaders and subordinates (Scott & Bruce, 1994). All of these 

features contribute to product innovation in an organization.   

 As a “creativity-enhancing force” (Bass, 1990), the transformational leadership 

style is highly relevant to firm innovation. All of the foregoing behaviors—II, IM, IS, 

and IC—are fundamental to supporting vision, creativity, empowerment, 

encouragement, and recognition in the workplace (Elkins & Keller, 2003). They foster 

followers’ intrinsic motivation, which is a crucial source of creativity within an 

organization (Tierney et al., 1999). Transformational leadership is thus an 

energy-builder for innovation, particularly exploratory innovation (Jansen, Vera, & 

Crossan, 2009)  

 

2.2.1.2 Transactional Leadership  

 Transactional leaders emphasize maintaining the status quo, i.e., existing 
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strategies and working processes, and reward goal achievement through contractual 

agreements with employees (Bass, 1985). This leadership style contrasts with 

transformational leadership; under transactional leadership, leader-follower exchanges 

are characterized by rule-based, tradition-bound procedures and systems designed to 

guide employees’ actions (Bass, 1998). Therefore, this type of leader aims to achieve 

stability, consistency, and efficiency by supporting stable, well-defined organizational 

structures (Judge & Piccolo, 2004). Transactional leaders’ behavior has two 

dimensions, contingent reward and management by exception, which according to 

Bass (1985), are based on leaders’ activity level and their interaction with followers.  

 

2.2.1.2.1 Contingent Reward 

 Contingent reward captures the degree to which leaders establish 

well-communicated and widely accepted appraisal systems for followers. Within this 

positive exchange relationship, transactional leaders clarify expectations and set up 

agreed-upon rewards for meeting these expectations. If followers can complete tasks 

successfully, perform their roles appropriately, and achieve agreed-upon objectives 

(Podsakoff, Todor, & Skov, 1982), they can earn recognition, praise, and rewards. 

This leadership style tends to focus on extrinsic motivation, such as monetary 

incentives, additional resources, merit awards, and promotion. According to Bass and 

Avolio (1994), this leader-member exchange behavior is constructive and “reasonably 

effective,” as individuals can be motivated by clear expectations, goals, and rewards. 

As it provides active, positive reinforcement, this dimension was regarded by most 

scholars as the primary element of effective leadership behavior in organizations 

(Bass, 1985; Burns, 1978; House, 1977) before the concept of transformational 

leadership was introduced to the literature.  
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2.2.1.2.2 Management by Exception  

 “Management by exception” refers to how closely and actively leaders or 

managers monitor followers’ behaviors, and how promptly they take corrective 

measures when problems, deviations, or mistakes occur in the workplace. Leaders can 

handle the relationship exchange with organizational members by focusing on their 

mistakes and deviations, delaying responses and actions, or even avoiding 

intervention until something goes wrong. This dimension is differentiated into two 

types by Howell and Avolio (1993): active and passive. The major difference relates 

to the time of leaders or managers’ intervention. Active leaders continuously monitor 

followers’ performance, actively foresee problems, and take remedial action if 

necessary to forestall serious difficulties or crises. In other words, such leaders 

establish clear standards and expectations from the very beginning. Conversely, in the 

passive form of management by exception, leaders wait for problems or errors to 

occur before responding and taking action. Sometimes, they even take no action at all. 

Such passive leaders are reluctant to make decisions, clarify standards, or set 

expectations for subordinates. All of these behaviors can be labeled as 

passive-avoidant or laissez-faire, and represent an absence or avoidance of leadership 

(Avolio, 1999; Bass, 1998).  

 Under transactional leadership, individual employees are encouraged by extrinsic 

rewards to make small, incremental, and testable changes to current procedures, 

systems, products, and services. Consequently, contingent reward behavior and active 

management by exception support exploitative innovation (Jansen et al., 2009) 

because transactional leaders not only focus on improving efficiency and consistency 

in current practices, but are also keen to communicate the benefits of incremental 

improvements to existing innovations. 
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2.2.2 Entrepreneurship 

  Entrepreneurship is premised on the recognition and pursuit of opportunities 

(Shane, 2003; Shane & Venkataraman, 2000). In an entrepreneurial venture, 

individuals seek, discover, evaluate, and exploit opportunities that are appealing, 

viable, and profitable either on their own or within their organization (Venkataraman, 

1997).  

 Entrepreneurship is more than just setting up new businesses or ventures or 

implementing new ideas (e.g. Kuratko et al., 2005). Acting entrepreneurially has three 

main consequences. First, it fosters innovation (Schumpeter, 1934; Cole, 1968). 

Second, Kirzner (1979) emphasized the informational aspect of an entrepreneur’s 

superior knowledge of market imperfections. Third, other scholars have proposed that 

beyond effective resource allocation, the reduction of market inefficiency is a basic 

function of entrepreneurship (Leibenstein, 1968). In a nutshell, from an economic 

perspective, entrepreneurship results in economic improvement for the entirety of 

society. We thus accept Schumpeter’s (1934) identification of entrepreneurship’s 

essence as “innovation”, because it is the root of economic development; its outcomes 

can advance the entire economy.  

 These ideas are consistent with the conceptualization of corporate 

entrepreneurship by Stevenson (1983). According to this theory, firms must not only 

actively pursue opportunities through innovation activities, such as creating new 

products, services, and businesses, but also stimulate employees’ innovative thinking 

and actions to cultivate an entrepreneurial culture inside the organization (Kanter & 

Richardson, 1991; Schmelter et al., 2010).  

 

2.2.2.1 Definition of Corporate Entrepreneurship 

 Corporate entrepreneurship is the integration of entrepreneurship with corporate 
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management. It is the process by which an established organization pursues 

entrepreneurial actions, activities, and behaviors at all levels, resulting in outcomes 

such as strategic renewal, developing a new product-market segment, or establishing a 

new business venture. This entrepreneurial process comprises three key 

interdependent components: (1) sensing and recognizing opportunity, (2) being 

willing to pursue it, and (3) acting with confidence and competence (Guth & Ginsberg, 

1990; Stevenson & Jarillo, 1990). The ultimate goal of corporate entrepreneurship is 

to achieve long-term competitive advantages by putting opportunity-based behaviors 

at the center of the organization (Stevenson, 1983).  

Furthermore, as an entrepreneurial-led behavior directed by organizational vision, 

corporate entrepreneurship functions as a corporate-level strategy. Its main purposes 

include continuously revitalizing the organization, configuring operations’ scale and 

scope, and capitalizing on a window of opportunity (Ireland, Covin, & Kuratko, 2009). 

As such, firms exhibiting a high level of corporate entrepreneurship are dynamic, 

flexible, innovative, and growth-oriented in recognizing and exploiting opportunities 

(Morris, Kuratko, & Covin, 2008).  

In a broad sense, corporate entrepreneurship is a managerial approach that is 

both “outside-in” (external environment scanning) and “inside-out” (internal 

organizational scanning), because it involves not only actively monitoring 

marketplace opportunities, but also continuously questioning existing practices and 

strategies.  

 The research on entrepreneurship has shown that entrepreneurial management is 

about processes, strategies, and organizational cultures. Both leaders and 

organizational members participate in initiatives associated with entrepreneurship. 

There are six sub-dimensions, according to Brown et al. (2001): strategic orientation, 

resource orientation, management structure, reward philosophy, growth orientation, 
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and entrepreneurial culture. This study focuses on the moderating effects of reward 

philosophy and entrepreneurial culture on distinct types of innovation (exploratory 

and exploitation) under different leadership styles.   

 

2.2.3 Innovation  

Innovation has become an important research topic, drawing attention from 

management scholars and practitioners, as it allows an enterprise to acquire and retain 

competitive advantages (Kim, Min, & Cha, 1999). Scholars have often distinguished 

between “creativity” and “innovation.” Amabile (1988, 1996) and West (2002) 

asserted that creativity has a relatively narrow scope, involving the generation of 

groundbreaking new ideas. Innovation is a broader concept, covering both the 

production and strategic execution of creative ideas in an organization (Amabile, 1983, 

1998; Amabile, et al., 1996). Organizational innovation is non-linear, complex, full of 

paradox and tensions. Both creativity and innovation can take place at both the 

individual and organizational levels (Oldham & Cummings, 1996).  

Definitions of innovation in the literature have focused on different aspects of the 

term. Schumpeter’s (1942) notion of “creative destruction” lies at the root of its 

conceptualization. His seminal work focused on the novel outputs of innovation, such 

as producing a product in a novel way, entering a completely new market, sourcing a 

new material supply, or overhauling a firm’s structure and administrative process. In 

other words, “doing things differently” was the focal point of Schumpeter’s (1942) 

definition of innovation.  

Among later efforts, the definition of innovation proposed by the Product 

Development and Management Association (2004) has been widely accepted. In this 

scheme, innovation comprises four features: “a new idea, method, or device”; “the act 

of creating a new product or service”; “invention”; and “the work required to bring an 
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idea or concept into final form” (Aragon-Correa et al., 2007; Belliveau, et al., 2002, p. 

446).  

This study uses the definition of innovation by Crossan and Apaydin (2010), 

because its comprehensive nature can better accommodate the research objectives. 

They proposed that innovation has three major elements. First, it involves idea 

generation or adoption either formulated internally or acquired externally. Second, it 

involves the application or exploitation of this idea (Rosing, Frese, & Bausch, 2011). 

Third, it has outcomes that provide value-creating advantages. Innovation is thus both 

a process and an outcome.  

 

2.2.3.1 Types of Innovation 

To better understand organizational innovation adoption, previous research has 

differentiated between types of innovation (Damanpour, 1991). Three contrasting 

pairs have gained the most attention: radical and incremental, exploratory and 

exploitative, and product and process innovation.  

 

2.2.3.2 Exploratory Innovation and Exploitative Innovation  

To survive and prosper, firms have to excel at both exploratory and exploitative 

innovation (Andriopoulos & Lewis, 2009). This study focuses on the notions of 

exploratory and exploitative innovation originated by March (1991), which are crucial 

for creating and sustaining competitive advantages in today’s marketplace (Benner & 

Tushman, 2003; Teece, Pisano, & Shuen, 1997). This pair has become dominant in the 

research on organizational adaptation, organizational learning, and technological 

innovation (e.g. Benner & Tushman, 2003; Holmqvist, 2004; Lee, Lee, & Lee, 2003). 

There are five key ways that these types of innovation differ, as follows.  

First, exploratory innovation involves exploring novel ideas to develop new 
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products and services to satisfy new customer and market needs. It involves 

search-oriented activities characterized by risk-taking, non-routine problem solving, 

the pursuit of diversity, and discovery (March, 1991). Exploitative innovation 

involves exploiting existing firm resources and capacities to extend existing product 

and service lines to meet current customers’ needs and demands (Benner & Tushman, 

2003). It results in efficiency, consistency, enhancement, variety reduction, and 

reliability (March, 1991).  

Second, in terms of the degree of change, exploratory innovation incurs radical 

changes (Benner & Tushman, 2003; Danneels, 2002); exploitative innovation 

involves incremental changes. Exploratory innovation emphasizes designing new 

products or services, establishing new markets, and investing in new distribution 

channels for emerging customers. In contrast, exploitative innovation targets existing 

customers in current markets by focusing on refining, bringing incremental benefits to 

current product or service designs, expanding current product or service lines, and 

better utilizing existing distribution channels (Abernathy & Clark, 1985; Jansen et al., 

2006).  

Third, acquiring new knowledge or departing from existing knowledge through 

experimentation (March, 1991) is the key to success for exploratory innovation. 

“Refinement and extension” of prevailing skills, knowledge, experiences, and 

technologies is key for successful exploitative innovation (March, 1991, p. 85).  

Fourth, exploratory innovation is characterized by “feed-forward” learning 

initiated by individuals or groups, moving upward through the organization, i.e. a 

bottom-up approach in which individual employees engage in learning experience 

sharing and learning boundary breakthrough within and across subunits (Vera & 

Crossan, 2004). Exploitative innovation is a top-down “feed-back” learning activity. 

Top management promulgates changes to individuals within an organization through 
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continuous improvement of process, production, and performance under a feedback 

learning mechanism (Crossan, Lane, & White, 1999).  

Lastly, March (1991) argued that exploratory innovation produces unpredictable, 

indirect, and even negative returns, while exploitative innovation generates certain, 

direct, and positive yields. In other words, exploratory innovation can enhance an 

organization’s adaptability and flexibility in the long run, while exploitative 

innovation can improve a firm’s short-term performance through greater efficiency 

and refinement of existing practices.  

 

2.2.3.3 Ambidextrous Innovation 

Both forms of innovation are beneficial to an organization’s survival and 

performance, but contribute in different ways (Levinthal & March, 1993; Phelps, 

2010). In strategic management, short-term performance is fundamental for a firm’s 

survival, while long-run adaptability and flexibility are essential for prosperity and 

growth. Exploratory and exploitative innovation are therefore not conflicting notions, 

but complementary. A balance between the two is vital for firms to remain 

competitive. Consequently, an organization that can embrace both exploratory and 

exploitative innovation is considered “ambidextrous” (Benner & Tushman, 2003; 

Gibson & Birkinshaw, 2004; Tushman & O’Reily, 1996).   

 

Table 1: Comparison of Exploratory Innovation and Exploitative Innovation  

Features Exploratory Innovation Exploitative Innovation 

Type of knowledge 

required 

New Existing 

Target customers New customers in new Existing customers in 
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markets current markets 

Type of product and 

service 

New Refinement 

Key to success Experimentation with new 

alternatives 

Refinement and extension 

Level of changes Radical Incremental 

Level of risks High Low 

Learning mechanism Feed-forward Feed-back 

Outcome Long-term adaptability 

and flexibility 

Short-term performance 

improvement 

 

2.2.4 Leadership and Innovation  

 Drawing from upper echelons theory (Hambrick & Mason, 1984), an increasing 

number of researchers have emphasized the interdependence of leadership and 

innovation (e.g. Rosing, Frese, & Bausch 2011; Engelen, Schmidt, Strenger, & Brettel, 

2014). Leaders and managers promote idea generation, knowledge implementation, 

and organizational learning by cultivating an appropriate culture and making the right 

strategic decisions. It can be seen that leadership is a major driving force for 

innovation within an organization, as Cummings and O’Connell (1978) showed. This 

viewpoint was further supported by Harbone and Johne (2003) and Sethi (2000), who 

argued that leaders can embrace firm innovation throughout the strategic 

decision-making process, such as introducing new ideas, setting specific objectives 

and goals, and designing creative strategies. All of these are crucial initiatives that can 

inspire employees’ creativity and innovativeness. This is especially the case in SMEs, 

where decision-making rests on the shoulders of leaders. Leadership styles thus shape 
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innovation as a process and affect its influence on organizational development 

(Crossan & Apaydin, 2010).  

 An empirical study of a large financial services firm located in Europe conducted 

by Jansen, Vera, and Crossan (2009) advanced understanding of how different leader 

behaviors influence exploratory and exploitative innovation. Their findings provide us 

with empirical evidence that different leadership behaviors are required to pursue 

different innovative outcomes. The researchers suggested that transformational 

leadership tends to foster exploratory rather than exploitative innovation, as it focuses 

on “moving the followers beyond immediate self-interests through idealized influence,  

(charisma), inspiration, intellectual stimulation, or individualized consideration” (Bass, 

1999, p. 11). Conversely, transactional leadership is associated with exploitative 

innovation, because transactional leaders embrace stability, consistency, and 

efficiency. These features support the incremental benefits of fine-tuning and 

advancing existing routines, competences, products, and services to better serve 

current markets (Vera & Crossan, 2004). These empirical results reveal the learning 

process within an organization.   

 The prior literature has hypothesized a positive relationship between 

transformational leadership and innovation. This transformational leadership–

innovation relationship has been further elucidated. Rosing, Frese, and Bausch (2011) 

identified key additional boundary conditions in their meta-analysis. Firm 

characteristics, such as a climate conducive to innovation (Jung, Chow, & Wu, 2008) 

or team excellence (Eisenbeiss, van Knippenberg, & Boerner, 2008), highly diverse 

teams (Kearney & Gebert, 2009), and environmental dynamism and uncertainty (Jung 

et al., 2008), all moderate how transformational leaders affect innovative outcomes.  

 A recent meta-analytical study further revealed the complex relationships 

between transformational leadership, strategic orientation, and innovation. Reviewing 
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75 studies out of an effective sample size of 215, Kraft and Bausch (2016) uncovered 

three differing strategic orientations (market, learning, and entrepreneurial) that 

mediate the impacts of transformational leadership on exploratory and exploitative 

innovation. Transformational leaders can foster incremental, exploitative innovation 

by adopting market orientation throughout the organization. In contrast, exploratory 

innovation can be promoted by transformational leaders by stimulating learning and 

entrepreneurial orientation. This meta-analytical result reveals specific orientations 

that strategic leaders can deploy to nurture exploratory and exploitative innovation.  

Although prior research has demonstrated a close association between leadership 

and innovation, few scholars have tried to examine how different leadership styles 

foster distinct types of innovation at the organizational level. One exception is the 

study by Jansen et al. (2009). Their findings suggest that environmental dynamism is 

a significant moderator between leadership style and firm innovation. Their study 

reveals a negative effect of transformational leadership on exploitative innovation in a 

dynamic environment. Similarly, transactional leadership is negatively related to 

exploratory innovation in a dynamic environment. Thus, it is clear that some 

moderators influence the effect of transformational and transactional leaders on 

distinct types of innovation.  

 As far as the leadership-innovation relationship is concerned, it is surprising that 

few studies have investigated the link between leadership theories and innovation 

outcomes, in addition to the contextual factors that can alter their impacts on distinct 

types of innovation under transformational and transactional leadership (Kraft & 

Bausch, 2016).  

 

2.2.5 Corporate Entrepreneurship and Leadership 

 Different individuals have different desires, personality traits, and capabilities. 
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Opportunity exploitation is a behavior determined by entrepreneurs’ willingness to 

foster innovation on their own or inside an organization (Stevenson, Roberts, & 

Grousbeck, 1989). Corporate entrepreneurship thus relies heavily on how an 

individual carries out entrepreneurial actions and initiatives. Likewise, leadership 

style, personality traits, skills, and attitudes can affect the purposes and goals of 

entrepreneurship (Stevenson & Jarillo, 1990).  

Transformational behaviors may have an impact on corporate entrepreneurship 

within an organization (e.g. Chen et al., 2014; Gumusluoglu & Ilsev, 2009; Jung et al., 

2003). For instance, Ling, Simsek, Lubatkin, and Veiga (2008) proved that firms led 

by transformational leaders are more likely to participate in and reinforce corporate 

entrepreneurship. Similar findings from a study of top management teams and CEOs 

in Chinese manufacturing firms also indicate that corporate entrepreneurship mediates 

the relationship between transformational leadership and product innovation 

performance (Chen, Tang, Jin, Xie, & Li, 2014). This result confirms the relationship 

between leadership style and corporate entrepreneurship.  

 

2.2.6 Corporate Entrepreneurship and Innovation  

In strategic management studies, corporate entrepreneurship has been viewed as 

a high-value entrepreneurial process for achieving and sustaining competitive 

advantages (Guth & Ginsberg, 1990). Therefore, it is closely linked to the 

development and implementation of innovation within an organization (Baumol, 

1986). Pursuing novel initiatives to acquire innovative skills, core competences, and 

capabilities can positively influence firm performance, in particular innovation-related 

performance (Covin, 1991; Morris et al., 2008; Zahra & Covin, 1995). Firms that 

emphasize corporate entrepreneurship focus on continuous product and service 

improvement and new product or service development. Both approaches enhance 
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innovation capability at the firm level, resulting in better product innovation 

performance.  

 As stated earlier, this study focuses on the contingent effects of two dimensions 

of corporate entrepreneurship (reward philosophy and entrepreneurial culture) on 

exploratory and exploitative innovation under different leadership styles.   

Under corporate entrepreneurship, different strategic leaders focus on different 

types of reward and reinforcement to promote innovation. An entrepreneurial leader 

tends to emphasize value creation when rewarding employees, whereas an 

administrative leader is more likely to reward members based on their responsibilities 

and seniority (Brown, Davidsson, & Wiklund, 2001). “Reinforcement” refers to the 

degree to which individuals feel that the organization is using an effective reward 

mechanism when assessing their innovative outcomes and success (Hornsby et al., 

2002). As such, reward philosophy can be regarded as a mechanism by which leaders 

stimulate entrepreneurial activity within an organization (Barringer & Milkovich, 

1998).  

Transformational leaders prefer intrinsic motivation, while transactional leaders 

emphasize extrinsic motivation when encouraging entrepreneurial activity in an 

organization. Their different reward philosophies may have different effects on 

distinct types of innovation. Adopting an appropriate reward philosophy is a critical 

determinant of innovative outcomes in an organization. Owing to small and 

medium-sized firms’ limited resources, such a reward philosophy is vital for 

encouraging employees to pursue innovation.   

An entrepreneurial culture places high value on experimentation, creativity, and 

new ideas. An organization characterized by an entrepreneurial culture 

enthusiastically develops new products, services, projects, and markets. According to 

Brown et al. (2001), the more entrepreneurial an organization’s culture is, the more 
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employees are encouraged to participate in innovative activities. Creating an 

entrepreneurial culture affects a firm’s pursuit of exploratory innovation, but it is not 

clear whether an entrepreneurial culture supports or hinders a firm’s exploitative 

activities. As this type of innovation emphasizes refinement, it is worth examining the 

moderating effect of entrepreneurial culture on efforts by transformational and 

transactional leaders to promote different types of innovation.  

 Hence, each sub-dimension of reward philosophy and entrepreneurial culture 

may have a distinct role in exploratory and exploitative innovation. Examining their 

moderating effects can thus provide us with a better understanding of how SMEs’ 

strategic leaders can utilize them to achieve different innovative outcomes.  

 

2.3 Empirical Studies of Leadership and Product Innovation Performance 

2.3.1 Product Innovation Performance 

2.3.1.1 Antecedents of Product Innovation Performance 

Product innovation projects can be risky and expensive. As their relatively high 

failure rate (Cooper & Kleinschmidt, 1990) results in substantial financial losses for 

firms, it is crucial to identify the determinants of new product success. Previous 

meta-analytical studies (Evanschitzky, Eisend, Calantone, & Jiang, 2012; Henard & 

Szymanski, 2001; Montoya-Weiss & Calantone, 1994) have classified success factors 

into five categories: product, strategy, process, marketplace, and organizational 

characteristics. Product advantage (product), technological synergy and dedicated 

human resources (strategy), market orientation and senior management support and 

skills (process), environmental uncertainty (marketplace), and organizational design 

(organizational) all have significant impact on a business’s operations and 

performance.  
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2.3.1.2 Role of Leadership in Product Innovation Performance  

 Success factors have differing effects on a firm’s product innovation 

performance. As a way of competing in today’s dynamic marketplace, long-term 

product innovation performance is emphasized by practitioners and researchers. 

Evanschitzky et al. (2012) found that senior management has a strong influence on 

long-term performance. Other scholars (e.g. Henard & Szymanski, 2001; 

Montoya-Weiss & Calantone, 1994) have provided initial evidence in meta-analytical 

studies that top management’s perceptions, skills, guidance, controls, and 

commitment correlate with the degree of success of a firm’s new product development. 

Accordingly, the previous literature has demonstrated the roles of leaders and top 

management in product innovation success and performance.  

According to upper echelons research, transformational leaders champion 

innovation (Howell & Higgins, 1990), especially exploratory or radical innovation. 

Several behavioral characteristics of transformational leadership are relevant for 

explorative activities. For instance, leaders can intellectually stimulate subordinates’ 

exploratory thinking process. By placing high value on risk-taking and questioning 

assumptions, they encourage followers to think “out of the box” and question 

institutionalized learning (Vera & Crossan, 2004). Conveying an interactive vision, 

providing timely feedback, and sharing values provide intrinsic motivation to 

employees, which can enhance their generative and exploratory thinking. These 

methods are essential in promoting creativity among individuals and teams within an 

organization (Avolio, 1994; Bass & Riggio, 2006; Conger & Kanungo, 1992). Hence, 

transformational leaders primarily act as an “energy builder” and a “creativity 

enhancing force” to convey the importance of exploratory innovation, which is 

characterized by experimentation, risk-taking, and creativity (March, 1991).  

Although studies have shown that transformational leaders can foster 



38 
 

exploitative innovation (Chang, 2015; Gumusluoglu & Ilsev, 2009; Nemanich & Vera, 

2009), this type of strategic leader may be less effective in initiating exploitative or 

incremental innovation, which aims at efficiency, stability, and refinement, than 

explorative activities.  

In contrast, transactional leaders support exploitative innovation but discourage 

exploratory innovation (Jansen et al., 2009). Leaders exhibiting transactional 

behaviors “exercise a maintenance role, reinforce existing strategies, focus on 

increasing efficiency in current practices, and communicate the benefits of 

incremental refinements to existing innovation trajectories” (Jansen et al., 2009, p. 9). 

Such a rule-based approach is more suitable for exploitative innovation because 

transactional leaders try to perpetuate the status quo. This is consistent with the 

benefits of exploitative activities, which is to say efficiency, control, and consistency 

(March, 1991). Two behavioral attributes of transactional leadership—contingent 

reward and active management by exception—are associated with this organizational 

innovative outcome. The former rewards individuals or teams for generating ideas to 

fine-tune current practices, products, or services, resulting in economies of scale and 

scope. The latter ensures that employees do not deviate from well-designed standards 

or objectives through closely monitoring their performance. If necessary, a 

transactional leader will take corrective action. Compared with transformational 

leadership, transactional leadership facilitates exploitative but not exploratory 

innovation.  

 

2.3.1.3 SMEs’ Product Innovation Performance   

 The characteristics of SMEs are distinct from those of larger firms (MNEs), such 

as decision-making, limited resources, and sensitivity to the external environment. 

Innovation is thus vital to their survival and prosperity. Pursuing innovation provides 



39 
 

entrepreneurial firms with an opportunity to acquire rent through establishing a 

temporary monopoly, while continuous product improvement and development pave 

the way for long-term success (Schumpeter, 1934). Second, serving niche markets by 

introducing novel or customized products, services, activities, or business models 

allows firms to outperform direct competitors (Porter, 1980). This can allow SMEs to 

avoid direct price competition and build brand loyalty by offering unique value to 

customers (Lieberman & Montgomery, 1988). Innovation allows firms to set higher 

entry barriers and strengthen their competitive position in the industry, leading to 

consistently above-average profits (Porter, 1980). A meta-analytical study empirically 

supported the argument that the innovation-performance relationship is positive for 

SMEs (Rosenbusch, Brinckmann, & Bausch, 2011).  

 Although innovation has a positive impact on firm performance, exploratory and 

exploitative innovation may have different effects on certain performance aspects. A 

study of 112 Taiwanese manufacturing firms (Chang et al., 2012) found that 

exploratory innovation has a stronger influence on product development speed and 

innovativeness, while exploitative innovation positively influences financial and 

customer-focused performance.  

 

2.4 Gaps in the Literature 

Understanding the connections between leadership, innovation, and 

organizational performance will help SMEs survive and thrive in a highly competitive 

business environment. More specifically, the RBV and DC approach hold that 

leadership is a vital resource for success in the current global market; in addition, 

innovation is critical for positive performance and competitive advantage (Hansen & 

Wakonen, 1997; Kim & Maubourgne, 2005). These insights have seldom been applied 

in this research context. This study provides an integrated model based on the RBV 
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and DC, and uses empirical evidence to reveal the leadership-innovation-performance 

link. By shedding light on the relationships between leadership behaviors, exploratory 

and exploitation innovation, and firms’ product innovation performance, this study 

will provide robust insights into strategic leadership and entrepreneurship.  

 Second, according to previous scholars (e.g. Levinthal & March, 1993; Phelps, 

2010), exploratory and exploitative innovation are both essential for firms’ survival 

and success. Nevertheless, they have fundamentally different outcomes. Exploitative 

innovation is beneficial for short-term efficiency and performance; exploratory 

innovation helps with adaptability and flexibility to better accommodate the 

marketplace in the long run. Firms must foster both types of innovation to succeed in 

today’s turbulent business environment. Although previous research has examined the 

effect of transformational leadership on both types of innovation (e.g. Chang, 2015; 

Gumusluoglu & Ilsev, 2009; Jansen et al., 2009; Nemanich & Vera, 2009), 

surprisingly few empirical studies have investigated the effect of transactional 

leadership on innovation (Kraft & Bausch, 2016). Although Jansen et al. (2009) 

provided useful insights into the relationship between transactional leadership and 

exploratory and exploitative innovation, the effects of leadership styles, especially 

transactional leadership, on exploratory and exploitation innovation are still poorly 

understood. Switching flexibly between these two types of innovation is vital. This 

study therefore addresses this gap by drawing on the strategic leadership and 

innovation literature to examine how leadership behaviors can enhance or hinder 

innovation activities at the organizational level.  

 Third, studies of the effect of transformational leadership on exploratory and 

exploitative innovation have so far produced inconclusive findings. Numerous studies 

have posited that transformational leaders, characterized by II, IM, IS, and IC, are 

essential for fostering explorative thinking and innovation among organizational 
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members (Jansen et al., 2009; Nijstad, et al., 2014). Conversely, a small but growing 

body of research has provided evidence of a positive association between 

transformational leadership and exploitative innovation (Chang, 2015; Gumusluoglu 

& Ilsev, 2009; Nemanich & Vera, 2009). As transformational leadership is vital for 

promoting innovation in an organization, this study aims to fill this gap by 

investigating the direct influence of transformational leadership on exploratory and 

exploitative innovation.  

 Lastly, a number of researchers have suggested that other moderating 

mechanisms underlie the effect of leadership behaviors on innovation (Chen et al., 

2014; Gumusluoglu & Ilsev, 2009; Jansen et al., 2009). Previous studies have focused 

on the mediating effects between transformational leaders and innovation. Corporate 

entrepreneurship (Chen et al., 2014) and strategic orientation (Kraft & Bausch, 2016) 

have been shown to have roles in fostering innovation. So far, only one study has 

inquired into the moderating role of environmental dynamism in the 

leadership-innovation relationship (Jansen et al., 2009). However, an examination of 

other moderators can extend our knowledge of the contextual conditions of this 

relationship (Kraft & Bausch, 2016). This study fills this gap by considering reward 

philosophy and entrepreneurial culture under corporate entrepreneurship, exploring 

how these two characteristics promote distinct types of innovation under different 

types of strategic leader.  
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CHAPTER 3: THEORETICAL FRAMEWORK AND 

HYPOTHESIS DEVELOPMENT 

 

3.1 Introduction 

 The theoretical foundation of this research study is presented in this chapter, 

followed by details of the conceptual model and hypothesis development.  

 Creating and maintaining a sustainable competitive advantage are crucial for 

SMEs. One way to achieve this goal is to better understand how leadership can 

deliver innovation outcomes and enable a firm to attain favorable product innovation 

performance in the long run.  

 This study draws on the RBV and the DC perspective to explain how the 

leadership of SMEs (a human resource) helps to build the firms’ innovation capability 

(dynamic capability), which in turn results in superior innovation performance. 

Leadership style is a significant antecedent of organizational innovation, and the 

implications of leadership style for innovation have been increasingly explored in the 

literature. In response to calls by Yukl (2009), and Kraft and Bausch (2016), a more 

integrated and comprehensive model is developed in this study that links different 

leadership styles to exploratory and exploitative innovation and product innovation 

performance, in the presence of other moderating mechanisms.  

 

3.2 Resource-based View (RBV) 

 The RBV provides a framework to answer a fundamental question in strategic 

management research—“How can a firm achieve and sustain its competitive 

advantages?” (Teece et al., 1997). It suggests that successful firms are business actors 

that can develop a set of internal resources and capabilities that are valuable (V), rare 

(R), non-imitable (I), and non-substitutable (N) (Barney, 1991).  
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 Resources can be classified into four main types: physical, financial, human, and 

organizational. They can be further divided into two categories: tangible (physical and 

financial) and intangible (human and organizational). Comparatively, intangible 

resources, because of their tacit nature, can better fulfill the requirements of VRIN. 

Ronald Coase (1988) has underscored the role of leaders and managers in running a 

business. From the strategic management point of view, leadership (transformational 

vs. transactional leadership styles), as a notable human resource, can influence a 

firm’s product innovation.  

 

3.3 Dynamic Capabilities (DC)  

 As an extension of RBV, the DC approach holds that an organization must align 

its internal resources and strategies to cope with the fast-moving business 

environment, achieving both internal technical fitness and external evolutionary 

fitness (Teece, 2007). Therefore, firms operating in a dynamic marketplace need to 

develop DC to compete and thrive. Eisenhardt and Martin (2000, p. 1117) proposed 

that an enterprise must develop core competences “sooner, more precisely, and more 

fortuitously” if the market is highly dynamic. The higher a firm’s level of DC, the 

more competitive advantages it can create. As a result, DC can be viewed as higher 

firm-level core competences (Teece, 2012).   

 DC are inward looking (Zhou & Li, 2010), because they focus on a firm’s 

integration and reconfiguration of its internal resource bases. This can facilitate the 

firm’s ability to utilize its core competencies and path dependence, and rejuvenate its 

resource bases in existing and new markets. Small and medium-sized firms must 

develop DC to survive when facing fierce competition. Among different types of DC, 

scholars (e.g. Eisenhardt & Martin, 2000; Teece, 2007; Wang & Ahmed, 2007) have 

reiterated that innovation capability can help firms benefit from competitive 
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advantages. Exploratory and exploitative innovation are thus critical ingredients in the 

domain of DC; they ensure “a firm’s ability to integrate, build, and reconfigure 

internal and external competences to address rapidly changing environment” (Teece, 

Pisano, & Shuen, 1997, p. 516). Therefore, this study aims to contextualize the 

relationships between leadership, innovation, and product innovation performance.  

 

3.4 Integration of the RBV and the DC Approach 

 The premise of the RBV is that intangible resources play a key role in a firm’s 

success by helping the firm to create and sustain a competitive advantage (Barney, 

1991), because their tacit and inherent nature makes them more difficult for rivals to 

imitate or replace. Leadership is considered a firm-level intangible resource in this 

study. This type of human resource involves a socially complex interaction process 

between leaders and organizational members. In addition, leaders’ styles and 

behaviors are heterogeneous, which can positively or negatively influence a firm’s 

output and performance. Therefore, transformational and transactional leadership 

styles satisfy the requirements of RBV, and are thus a strategically plausible resource 

(antecedent) for stimulating, leveraging, and transforming capabilities. 

 Some scholars (e.g. Amit & Schoemaker, 1993; Peteraf, 1993) have also 

suggested that RBV is a process of evolution through which a firm utilizes its 

capability to transform an individual resource into superior performance. DC have 

become more and more important in governing the rate at which valuable resources 

are changed into long-term performance (Collis, 1994; Teece et al., 1997; Wang & 

Ahmed, 2007). Accordingly, the conceptual model in this paper shows how leadership, 

an essential resource base, through its interplay with a firm-level dynamic 

capability—exploratory and exploitative innovation (Zhang & Wu, 2017)—can 

translate into positive product innovation performance for SMEs (Teece, 2007).  
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 As a result, drawing upon the RBV and the DC perspective, this dissertation 

focuses on (a) developing a model linking leadership, innovation, and product 

innovation performance, and (b) examining the differential effects of leadership styles 

on innovation outcomes.   

  

3.5 Moderators  

  This study examines two corporate cultural characteristics—reward philosophy 

and entrepreneurial culture (Stevenson 1983; Stevenson & Jarillo, 1986; 1990). These 

establish a context conducive to product and service development and improvement, 

showing how corporate entrepreneurship can promote product innovation (Covin, 

1991; Zahra & Covin, 1995).  

  “Reward philosophy” refers to rewards and compensation based on individual 

value creation in an organization (Brown et al., 2001). The higher the value creation, 

the greater the compensation is offered. Therefore, a leader can adopt an appropriate 

reward philosophy to encourage or discourage innovative activities within an 

organization. When a leader is keen on cultivating an entrepreneurial culture 

throughout an organization, he or she favors creativity, trial and error, and risk-taking 

(Brown et al., 2001; Stevenson & Jarillo, 1990). It can be expected that different 

reward philosophies and entrepreneurial culture levels in SMEs will affect their 

ability to leverage leadership for innovation.  

 Hence, this study not only links leadership styles to exploratory and exploitative 

innovation at the organizational level, but also scrutinizes the moderating roles of 

reward philosophy and entrepreneurial culture as elements of corporate 

entrepreneurship. This aligns with Bass’s (1985) suggestion that contextual factors 

moderate the links between transformational and transactional leadership and firm 

performance, including innovation outcomes. As a result, this study can enhance 
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upper echelons theory by exploring two contingent factors through which leaders in 

SMEs utilize different internal practices to nurture both types of innovation, leading 

to better product innovation performance. Based on the preceding literature review, 

the conceptual model of the proposed relationships in this inquiry is laid out in Figure 

1.  

 

Figure 1: Research Model of the Proposed Relationship 

  

There are seven key constructs. The independent variables are leadership styles 

(transformational leadership and transactional leadership). The dependent variables 

are types of innovation (exploratory and exploitative) and product innovation 

performance. For moderators, this study accentuates two sub-dimensions of corporate 

entrepreneurship: reward philosophy and entrepreneurial culture. Definitions of the 

constructs are given in Table 2.  
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Table 2: Definition of Constructs  

Construct Definition References 

Transformational 

leadership 

Transformational leadership is defined as a 

style of leadership in which leaders prioritize an 

organization’s collective interests and goals 

over their own self-interest.  

Bass & Avolio, 

2000 

Transactional 

leadership  

Transactional leadership is defined as style of 

leadership in which leaders emphasize the 

maintenance of status quo, existing strategies 

and working processes reinforcement, and 

rewards for goal achievements through 

contractual agreements.  

Bass, 1985 

Exploratory 

innovation 

Exploratory innovation means to explore novel 

idea for the development of new product and 

service so as to satisfy new customer and 

market needs through the pursuit of new 

knowledge. 

Benner & 

Tushman, 2003; 

March, 1991 

Exploitative 

innovation 

Exploitative innovation means to exploit 

existing firm resources and capacities for the 

extension of existing product and service lines 

in order to meet current customers’ needs and 

demands by utilizing firms’ existing knowledge. 

Benner & 

Tushman, 2003; 

March, 1991 

Product 

innovation 

performance 

Product innovation performance in this study 

refers to how well to which a firm can achieve 

its targeted return on investment and probability 

from the development of new products or 

services.  

Atuahene-Gama 

& Ko, 2001 

Reward 

philosophy 

An entrepreneurial leader tends to place high 

values on value creations to reward employees 

whereas an administrative leader more likely to 

reward members based on their responsibilities 

and seniority.  

Brown et al., 

2001 

Entrepreneurial 

culture 

Entrepreneurial culture refers to an 

organizational culture in which encourages 

ideas, experimentation, and creativity by 

placing values on new products, services, 

projects, and markets.  

Brown et al., 

2001; 

Stevenson & 

Jarillo, 1990 
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3.6 Hypotheses 

3.6.1 Leadership Style and Exploratory Innovation 

 Exploratory innovation is directly linked to risk-taking, experimentation, and 

creativity (March, 1991), and requires individuals to think critically and radically to 

challenge current institutionalized learning (Jansen et al., 2009; Vera & Crossan, 

2004). Under this type of innovation, organizations actively work toward 

technological breakthroughs and new product and service development to satisfy 

emerging customers’ needs (Lubatkin, Simsek, Ling, & Viega, 2006). 

 The behavioral characteristics of transformational leaders (II, IM, IS, and IC) are 

ideal for this type of innovation. First, through employees’ admiration, respect, and 

trust, transformational leaders demonstrating idealized influence motivate followers to 

share risks and model themselves after the leader (Avolio et al., 1999). Employees 

who have a collective identity instead of working out of self-interest will offer 

unconditional cognitive support for explorative activities. Transformational leaders 

thus encourage organizational members to think creatively and surpass performance 

expectations (Boerner, Eisenbeiss, & Griesser, 2007; Chen et al., 2012; Howell & 

Higgins, 1990).  

 Second, leaders who display IM provide employees with meaningful work, 

inspire them to strive to accomplish objectives and goals, arouse their team spirit, and 

articulate a clear and compelling vision. All of these elements are fundamental to 

motivating employees to engage in exploratory innovation. With intrinsic motivation, 

employees are stimulated to achieve their greatest potential to satisfying themselves. 

In other words, they are more willing to pursue innovation and success to help the 

firm increase its competitive edge. Additionally, through IM, leaders inspire optimism 

and enthusiasm to create a culture of change within the organization (Khan et al., 

2009). Being an agent of change is at the heart of exploratory innovation.   
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 Moreover, leaders can facilitate employees’ unconventional thinking by 

stimulating them to think “out of the box” by questioning assumptions, reviewing 

problems from new angles, and participating in generative and radical thinking 

processes and activities (Bass, 1985; Sosik, Avolio, & Kahai, 1997). Through a 

favorable and proactive attitude toward innovation, transformational leaders can 

enhance knowledge and experience sharing among followers (Eisenhardt & Martin, 

2000), and encourage them to examine problems and solutions from different 

directions. All of these features are prerequisites for successful exploratory innovation, 

because intellectual stimulus is an “energy builder.” Organizational members are 

encouraged to suggest novel processes or strategies and develop brand-new products 

and services. All of these can help the firm outperform industry rivals.  

 Lastly, transformational leaders who pay full attention to individuals’ personal 

needs, strengths, and desires can provide them with customized training and 

development programs (Bass, 1985). Transformational leaders actively offer coaching 

and mentoring to followers, which can boost feedback and communication, resulting 

in an interactive, harmonious atmosphere across the entire organization (Avolio et al., 

1999). Cultivating a supportive working environment benefits employees’ innovative 

thinking and behaviors (Reuvers, Van Engen, Vinkenburg, & Wilson-Evered, 2008) 

by increasing their self-esteem and satisfaction (e.g. Chen et al., 2012; 

Garcia-Morales et al., 2011; Gumusluoglu & Ilsev, 2009). Consequently, they come 

up with new ideas for exploratory innovation by creating pioneering technologies and 

serving untapped markets (Lubatkin et al., 2006). Hence, the following hypothesis is 

proposed:    

H1a: Transformational leadership is positively related to 

exploratory innovation.  
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 In contrast, transactional leadership embodies two behavioral characteristics, 

namely contingent reward and management by exception, that constrain 

organizational members’ explorative activities. First, as a key element of the 

leader-follower exchange relationship, leaders with contingent reward behaviors rely 

on contractual agreements to communicate objectives to followers (Bass, 1985; Bass 

& Avolio, 2000). Under transactional leadership, individuals who achieve mutually 

agreed objectives are recognized and rewarded. Hence, extrinsic motivations, such as 

recognition, praise, monetary incentives, and promotions, are highlighted. As far as 

extrinsic motivation is concerned, followers prioritize short-term personal objectives 

and performance accomplishment, instead of striving for the firm’s long-term success 

and growth. An exchange relationship based on this kind of contingent reward 

hampers explorative activities, for two reasons. The first is that exploratory 

innovation requires open discussion, flexibility, risk-taking, and experimentation to 

generate creative concepts (Caldwell & O’Reilly, 2003; Jansen et al., 2009). However, 

transactional leaders instead emphasize structured tasks and existing capabilities. In 

addition, explorative outcomes contribute financially and non-financially to long-run 

firm performance and growth (Shipton, Fay, West, Patterson, & Birdi, 2005). 

Transactional leadership may discourage followers from exploratory thinking and 

activities, as such leadership mainly rewards those who satisfactorily perform existing 

roles and assignments (Podsakoff, Todor, & Skov, 1982).  

 Second, transactional leaders who engage in active management by exception 

clearly specify the standards for followers to comply with. In addition, they monitor 

individual behavior and performance to ensure that nothing departs from standard 

practice throughout the business operation. If mistakes, problems, or deviations are 

spotted, these strategic leaders promptly take remedial measures (Howell & Avolio, 

1993). In other words, deviations from the current way of doing things and from 
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performance targets are not permitted. Sometimes punishment or disciplinary action is 

used to enforce compliance (Bass et al., 2003). Exploratory innovation on a 

trial-and-error basis may be discouraged by transactional leaders. As it fosters a work 

environment intolerant of error (Jansen et al., 2009), transactional leadership makes it 

difficult for individuals to implement changes within an organization through 

exploratory activities.   

 Due to its focus on maintaining the status quo, transactional leadership is opposed 

to creativity, opportunity, and growth (Amabile, Conti, Coon, Lazenby, & Herron, 

1996). Similar findings in the meta-analysis of Bone and Judge (2004) support this 

premise. Hence, the following hypothesis is proposed:   

H1b: Transactional leadership is negatively related to exploratory 

innovation.  

 

3.6.2 Leadership Style and Exploitative Innovation 

 Exploitative innovation is associated with efficiency, reliability, and control; it 

requires individuals to behave consistently and proficiently to reinforce 

institutionalized learning (Jansen et al., 2009; Vera & Crossan, 2004). Under 

exploitative innovation, organizations strive for economies of scale and scope by 

adapting to technological changes and modifying products and services to meet the 

needs of current customers (Lubatkin et al., 2006).  

 Transformational leaders emphasize radical or large-scale innovations, but not 

efficiency, refinement, or incremental improvement (Oke, Munshi, & Walumbwa, 

2009; Rosing et al., 2011). Leaders demonstrating a high level of transformational 

behaviors are agents of change who highlight new product developments, new 

business ventures, and scientific research projects (Damanpour, 1991). This may 

become an obstacle to capitalizing on the existing customer base with continuous 
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product improvements or technological adaptations. Keller (1992; 2006) argued that 

transformational leaders who support nontraditional thinking processes detract from 

the utilization and exploitation of current knowledge, past experiences, and existing 

capabilities.  

 Moreover, specific dimensions of transformational leadership, such as IM and IS, 

promote individuals’ independent thinking, open discussion, idea generation, 

envisioning, and empowerment (Bass, 1990; Boerner et al., 2007). While these all 

facilitate exploratory innovation, they also prevent employees from coming up with 

ideas and identifying opportunities for refinement of current practices and products. 

This perspective is consistent with Jansen et al.’s (2009) finding regarding a negative 

relationship between transformational leadership and exploitative innovation. 

Accordingly, transformational leadership behaviors are not suitable for modifying 

existing technologies and product offerings, as exploitative innovation aims at fitting 

in with current circumstances and satisfying the needs of the existing market.  

 Recently, some scholars have suggested that transformational leaders can also 

promote exploitative innovation (Chang, 2015; Nemanich & Vera, 2009). Nonetheless, 

this type of leader stimulates exploratory activities through II (risk-taking), IM 

(sharing vision), IS (questioning existing practices and encouraging diversity of 

opinion), and IC (empowerment and autonomy). Consequently, transformational 

leaders are less effective in facilitating efficiency, refinement, and incremental 

changes in established practices and strategies. Hence, this study hypothesizes the 

following:  

H2a: Transformational leadership is negatively related to 

exploitative innovation.  

 

  Alternatively, due to its focus on efficiency, refinement, reinforcement, and 
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replication, exploitative or incremental innovation is supported by the contingent 

reward and management by exception behaviors of transactional leadership. This type 

of innovation highlights orthodox, routinized, and non-revolutionary practices and 

systems. This is in line with transactional leaders’ promotion of consistency, stability, 

and efficiency by exploiting existing practices and strategies (de Hoogh, den Hartog, 

& Koopman, 2005; Jansen et al., 2009).  

 Transactional leaders promote exploitative innovation when displaying 

contingent reward behaviors. Through established goals and expectations, individuals 

and teams are guided to utilize existing knowledge and competences to improve 

current procedures, systems, products, and services. Recognition and rewards are 

offered if productivity and cost-effectiveness are achieved within a specific timeframe. 

Well-communicated performance expectations and rewards serve as extrinsic 

motivation for organizational members to make small-scale, repetitive, and 

measurable changes to attain exploitative innovation outcomes (Benner & Tushman, 

2003). Through well-stated goals and positive reinforcement, strategic leaders can 

nurture exploitative activities among subordinates and groups.  

 Management by exception involves transactions between leaders and employees 

(Hater & Bass, 1988), in which the leader sets out requirements and standards. This 

provides followers with direction and discipline and maintains a high level of control 

and coordination within an organization. Exploitative innovation requires incremental 

learning, both internally (current operations) and externally (existing customer bases) 

(Vera & Crossan, 2004; Waldman et al., 2001). Through close monitoring to identify 

problems, mistakes, and deviations, followed by timely remediation, a transactional 

leader can help individuals improve current routines, products and innovations 

through gradual organizational learning. As a result, this technique benefits process 

management systems (Benner & Tushman, 2003) and ensures economies of scale and 
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scope.  

 This reasoning underpins scholars’ claim (e.g. Benner & Tushman, 2003; Daft & 

Lengel, 1986) that well-established rules and procedures encourage followers to 

master their skillsets and job duties, paving the way for incremental improvement of 

processes and outputs (Adler & Borys, 1996). This observation is further supported by 

Jansen et al. (2009), who found a positive relationship between transactional 

leadership style and exploitative innovation, regardless of environmental dynamism. 

Hence, this study hypothesizes the following:  

H2b: Transactional leadership is positively related to exploitative 

innovation.  

 

3.6.3. Distinct Types of Innovation and Product Innovation Performance  

 The current global marketplace is characterized by dynamism, rapid globalization, 

hypercompetition, and unpredictable technological and market changes. To compete 

in today’s business world, organizations and especially SMEs need to be creative and 

unconventional (Jung et al., 2003; Tierney et al., 1999). Management and 

entrepreneurship scholars have shown that innovation is indispensable to creating 

sustained competitive advantages (e.g. Davidsson, 2004; Kim, Min, & Cha, 1999; 

Lumpkin & Dess, 1996). Organizational innovation has thus been strongly 

emphasized in the literature. This study proposes that exploratory and exploitative 

innovation both lead to positive product innovation performance.  

 In this study, “product innovation performance” refers to the degree to which a 

new product or service development helps a firm achieve its financial objectives such 

as return on investment and profitability (Atuahene-Gima & Ko, 2001; Chen et al., 

2014). In a survey conducted by the Boston Consulting Group (Andrew, Manget, 

Michael, Taylor, & Zablit, 2010), strategy formulation for product innovation was 
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among the top three priorities of 71% of the companies surveyed. In addition, 70% of 

the companies ranked new products or services as “important” or “very important” for 

future growth. Exploratory and exploitation innovation are thus beneficial throughout 

a firm’s entire innovation process (Hansen & Wakonen, 1997; Rosing et al., 2011).  

 By focusing on exploratory innovation, firms actively engage in offering new 

product and service designs and developing new distribution channels to serve 

emerging target markets (Abernathy & Clark, 1985). By searching for new ideas, 

knowledge, and non-routine problem-solving skills, firms that embrace exploratory 

innovation aim to create innovative technologies and brand-new markets (Teece, 

2007). Through the development and commercialization of new products and services, 

such explorative activities allow a firm to differentiate itself from its industry rivals 

and be a leader in its domain. SMEs can protect themselves from price competition 

and gain monopolistic rent by offering creative products through breakthrough 

(exploratory) innovation. Adopting a differentiation strategy (Porter, 1980), SMEs can 

build long-term brand loyalty and outperform rivals by maintaining distinctiveness 

and thus creating a barrier to entry. Consequently, exploratory innovation is more 

likely to help a SME generate a positive return from radical innovation, resulting in a 

positive impact on product innovation performance.  

 Likewise, firms that embrace exploitative innovation aim to offer refined 

versions of established products and services and increase the efficiency of existing 

distribution channels to better satisfy the needs of customers (Abernathy & Clark, 

1985). Through utilization and reinforcement of existing knowledge, skills, processes, 

and practices (Abernathy & Clark, 1985; Benner & Tushman, 2003; Levinthal & 

March, 1993; Lewin et al., 1999), firms that foster exploitative innovation improve 

designs, expand product and service lines, and enhance current configurations. By 

extending product lines’ functions and benefits in the market, such exploitative 
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activities allow a firm to increase current buyers’ satisfaction, maintaining brand 

loyalty by adapting to changing environmental conditions. Due to SMEs’ limited 

resources, constant enhancement of product design and quality is indispensable pillar 

for strengthening their standing in the industry. Accordingly, exploitative innovation 

can help a firm achieve positive returns from incremental innovation, which in turn 

yields positive performance in product innovation.  

 In terms of firms’ innovation performance, a meta-analysis conducted by Rubera 

and Kirca (2012) found that radical (exploratory) innovation generates positive 

outcomes. Nevertheless, the preceding discussion indicates that both exploratory and 

exploitative innovation are advantageous to a firm’s product innovation performance 

(Laursen & Salter, 2005). Exploratory innovation can help SMEs tap into attractive 

niche markets by creating new demand through the introduction of novel products and 

services (Lieberman & Montgomery, 1988). Exploitative innovation can help SMEs 

maintain customer satisfaction, excitement, and brand loyalty through the continuous 

refinement of product designs, functions, benefits and quality.  

 According to Porter (1980), the ultimate purpose of product innovation is to gain 

above-average profitability by capturing more market share than industry competitors 

and expanding into new markets (Wolff & Pett, 2006). The former goal can be 

achieved through exploitative (incremental) innovation, and the latter through 

exploratory (radical) innovation. Both types of innovation strengthen SMEs’ product 

innovation development and product innovation performance. Hence, this study 

hypothesizes the following:  

H3a: Exploratory innovation is positively related to a SME’s 

product innovation performance.  

H3b: Exploitative innovation is positively related to a SME’s 

product innovation performance.  
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3.6.4. Moderator: Reward Philosophy  

 According to Brown et al. (2001), organizations with different orientations may 

differ in their reward philosophy. Reward philosophy emphasizes compensation based 

on the value created by an individual or a team. It is an organizational cultural 

variable that emphasizes value- and team-based incentive mechanisms. This kind of 

reward philosophy seems more likely to match transformational leadership, rather 

than transactional leadership. Due to SMEs’ limited financial, human, and 

organizational resources, reward philosophy can have divergent moderating effects on 

different types of innovation under transformational and transactional leadership 

styles.  

 In general, an appropriate reward and compensation system is one of the most 

important contextual factors in the effect of leadership on different types of 

innovation. It can be used by different leaders as a tool to spur entrepreneurial, 

risk-taking, and innovative activities among organizational members. This standpoint 

was empirically supported by Kuratko et al. (1990). Rewards and incentives explain 

why people do what they do. 

 This study proposes that reward philosophy can strengthen the positive effect of 

transformational leadership on pursuing exploratory innovation. However, it 

contradicts transactional leadership efforts. Therefore, under a high reward condition, 

the tension between transactional leadership and organizational culture has negative 

effects on exploratory innovation.  

 Transformational leaders focus on collective interests and long-term vision. They 

tend to evaluate organizational members based on the value or wealth they create 

(Stevenson, 1983). The more employees contribute to the group or organization, the 

more compensation will be offered. These leaders’ reward philosophy encourages 

employees’ exploratory innovation. The value an employee has contributed 
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determines his/her position, status, or reputation. An organization normally rewards 

employees based on individual and team performance. Transformational leaders 

encourage organizational members to seek new ways to solve problems, and find 

opportunities in the internal and external environment to make the enterprise more 

innovative (Miller & Friesen, 1982). Performance-based compensation is considered 

an effective tool for motivating employees (Minbaeva et al., 2003) and enhancing 

employees’ exploratory thinking and activities. Hence, reward philosophy can 

leverage the impact of transformational leadership on exploratory innovation.  

Transactional leaders aim to maintain the status quo and rule-based management 

(Bass, 1985). They may be reluctant to reward employees who undertake exploratory 

innovation, which deviates from existing strategies and practices. Transactional 

leaders also tend to utilize reward and recognition to nurture the performance of 

well-defined tasks and attainment of agreed-upon objectives and goals. As exploratory 

outcomes are ambiguous and long-term, leaders may not be able to communicate 

clearly with employees when setting objectives and goals. This affects not only 

interaction between leaders and followers, but also the measurement of performance. 

Subsequently, transactional leaders cannot provide appropriate rewards and 

compensation for exploratory innovation, which may violate the mutually rewarding 

relationship. For this reason, reward philosophy is opposed to transactional leadership. 

In other words, the higher the reward and compensation, the greater the tension 

between this leadership behavior and exploratory activities is. Hence, this study 

hypothesizes the following:  

H4a: Reward philosophy positively moderates the effect of 

transformational leadership on exploratory innovation. 

H4b: Reward philosophy negatively moderates the effect of 

transactional leadership on exploratory innovation. 
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3.6.5. Moderator: Entrepreneurial Culture  

 Entrepreneurial culture refers to a firm’s strategic orientation, which supports 

experimentation, new ideas, creativity, and risk taking (Stevenson & Jarillo, 1986, 

1990). Miller (1983) asserted that “strategies, structures, and cultures” are three pillars 

of leaders’ values and commitments. In particular, creating, cultivating, and 

maintaining a suitable culture and working atmosphere can guide an organization by 

yielding twice the result with half the effort. As far as innovation is concerned, leaders 

must embrace novel activities and promote entrepreneurial thinking throughout an 

organization (Kanter & Richardson, 1991). Entrepreneurial culture can be considered 

a moderator of particular types of innovation under different types of leadership in the 

context of SMEs.  

 When it comes to exploitative innovation, this study proposes that entrepreneurial 

culture may have dissimilar effects on the relationships between transformational and 

transactional leadership and efficiency- and improvement-seeking innovation. 

Entrepreneurial culture may reinforce the negative relationship between 

transformational leadership and exploitative innovation. Furthermore, it may augment 

the positive relationship between transactional leadership and exploitative innovation. 

 An entrepreneurial culture must grasp changes in society at large, because the 

current dynamic marketplace can provide an organization with ideas for technological 

breakthroughs in new product and service development (Brown et al., 2001; Stevenson 

1983). “Requisite variety” (Nonaka & Takeuchi, 1995) and “corporate venturing 

facilitator[s]” (Burgelman, 1983; Kanter, 1985) are two dominant features of this type 

of culture. Similarly, this corporate culture aligns with transformational leadership, 

because such leaders provide a “creativity-enhancing force” (Elkins & Keller, 2003) 

through IS and IM. However, dynamic external environmental changes may further 

weaken small and medium-sized firms’ exploitative innovation activities, particularly 
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under transformational leadership, because they will focus too much on generating 

new ideas and be too optimistic about the future.  

 Transformational leaders in SMEs with an entrepreneurial culture are likely to be 

“outward looking.” In other words, addressing changes and opportunities in society at 

large is the first and foremost task within such a company. This is the polar opposite of 

exploitative innovation, which is “inward-looking”: it builds on current practices, 

knowledge, and capabilities to extend existing products and services (Benner & 

Tushman, 2003). The over-consumption of resources will distract small and 

medium-sized firms from serving existing customers, resulting in higher operational 

costs and adversely affecting efficiency.  

 Conversely, entrepreneurial culture may reinforce the positive relationship 

between transactional leadership and exploitative innovation. Dimitratos and 

Plakoyiannaki (2003) found that an entrepreneurial firm can assess the value created 

by market entry through learning from its experiences in international markets. 

Consistent with this empirical finding, a highly entrepreneurial organizational culture 

means that a firm will have more ability to learn from existing practices, knowledge, 

and competences. It can utilize such experience and knowledge for in-depth analysis 

of its internal resources and capabilities, allowing it to allocate resources more 

efficiently to exploitative innovation projects.  

 Transactional leaders are concerned about the “fit” between existing corporate 

resources and capabilities and innovation projects. Only routine, regular, incremental 

changes that match with internal resource availability will be supported (Hitt et al., 

2005). They also monitor progress and performance closely to ensure that projects 

attain objectives, such as economies of scale and scope, without irregularities, 

mistakes, or deviations. Small and medium-sized firms under transactional leadership 

can thereby control the flow of resources and judge the value of projects in a more 
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cautious and precise manner. In creating an entrepreneurial culture, transactional 

leaders favor “just enough ideas” (Brown et al., 2001) that match a firm’s resources 

with little uncertainty. This may benefit exploitative innovation by controlling ideas 

related to the firm’s current resources and capabilities. This is vital to SMEs, helping 

them overcome their liability of limited resources. Therefore, this study explores the 

following hypothesis:  

H5a: Entrepreneurial culture negatively moderates the effect of 

transformational leadership on exploitative innovation.  

H5b: Entrepreneurial culture positively moderates the effect of 

transactional leadership on exploitative innovation. 
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CHAPTER 4: RESEARCH METHOD  

 

4.1 Introduction  

This chapter presents the research design and procedure, sample characteristics, 

inter-rater reliability, aggregation of response data, variable measures, and common 

method variance remedy. All of these components are crucial to the data collection 

process in social scientific inquiry (Pedhazur & Schmelkin, 1991). Confirmatory 

factor analysis of the measurement model using SmartPLS (Partial Least Squares) 3.0 

is conducted to verify that the scales used in this study are reliable and valid.  

 

4.2 Research Design and Procedure  

In this study, Chinese small and medium-sized manufacturing companies are 

chosen as the empirical setting for two reasons. First, because China not only is an 

emerging economy, but also ranks the second largest economy in the world (IMF, 

2018), its external environment is characterized by dynamism, unpredictability, and 

complexity. To survive and thrive, Chinese SMEs must engage in innovation by 

continuously exploiting their resource bases and exploring new market opportunities 

(Chang, Bai, & Li, 2015; Li, Zhou, & Shao, 2009; Zhou & Wu, 2010). Besides, the 

Chinese managerial style is characterized by a high degree of power distance 

(Hofstede & Bond, 1984), meaning that Chinese leaders and top management play a 

more important role in the innovation-oriented decision-making process than their 

counterparts in Western or developed countries. As such, China provides a rich 

research context for this dissertation.  

The definition of an SME varies across regions, economic blocs, and countries. 

The most commonly used criterion is the number of employees: typically, SMEs are 

defined as firms employing fewer than 500 employees. However, the definition of an 
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SME in China is more complex than in other countries (Liu, 2008). According to the 

guidelines of the SME Promotion Law of China in 2003, Chinese SMEs are defined 

in terms of several criteria, including industry category, number of employees, annual 

revenue, and total assets. In China’s manufacturing sector, firms with fewer than 

2,000 employees, or with annual revenue amounting to less than 30 million RMB, or 

with total assets worth less than 40 million RMB, are classified as SMEs. The 

classification of SMEs in China is shown in Table 3.  

 

Table 3: Definitions of SMEs in China 

Size 

Category 

Industries Employment-

based 

Total Assets 

 

Business Revenue  

Small Industry <300 <RMB 40million <RMB30 million 

 Construction <600 <RMB 40million <RMB30 million 

 Wholesale <100  <RMB30 million 

 Retail <100  <RMB10 million 

 Transport <500  <RMB30 million 

 Post <400  <RMB30 million 

 Hotel & 

Restaurant 

<400  <RMB30 million 

Medium Industry 300-2000 <RMB40 million - 

400 million 

<RMB30 million 

- 300 million 

 Construction 600-3000 <RMB40 million - 

400 million 

<RMB30 million 

- 300 million 

 Wholesale 100-200  <RMB30 million 

- 300 million 
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 Retail 100-500  <RMB10 million 

- 150 million 

 Transport 500-3000  <RMB30 million 

- 300 million 

 Post 400-1000  <RMB30 million 

- 300 million 

 Hotel & 

Restaurant 

400-800  <RMB30 million 

– 150 million 

Remarks: SME should meet one or more of the conditions while ME (medium-sized enterprise) should 

meet three conditions. 

Source: The SME Promotion Law of China (2003) 

    

In this research, primary data were collected using a questionnaire-based survey 

method. To test the hypotheses outlined in the previous chapter, a professional market 

research company was commissioned to conduct the data collection.  

The sampling frame of this study was manufacturing firms located in Shanghai. 

There were two major reasons for choosing this sampling frame. First, SMEs play an 

increasingly significant role in the economic development of China, accounting for 

90% of all market entities, over 80% of national employment, and over 70% of patent 

applications in 2018. The manufacturing sector has long made a major contribution to 

China’s gross domestic product. It made the top contribution from 2013 to 2016 

(China Statistic Yearbook, 2018). Second, around 10% of SMEs in China are based in 

Shanghai, making it one of the top five provinces in China in terms of SMEs. Among 

the more developed provinces in China, Shanghai has invested extensively in 

advanced manufacturing industries, such as automobiles, machinery and equipment, 

and metal and chemical production. There are several well-developed industrial areas 
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(Jinqiao Export Processing Zone and Zhangjiang Hi-Tech Park), and processing zones 

in Jiading, Minhang, Qingpu, and Songjiang. As a result, in recent decades the 

manufacturing industry in Shanghai has supported both the province’s economic 

development and that of China as a whole.  

Several criteria were used to select target SMEs. First, the number of employees 

had to fit the Chinese definition of SMEs as shown in Table 3. Apart from size, 

industry sector was the other criterion, as we focused on industries that require 

ongoing innovation in products, processes, or production methods. As leadership is a 

key construct in our research design, ownership and organizational structures were 

important selection criteria. The commissioned marketing research agent contacted 

top management (executives at the highest rank) at the target companies and asked 

them to evaluate the leadership style of the owner.  

In the context of SMEs, supervisory style, proprietorship, and sovereignty 

(Coviello & McAuley, 1999) are the main features that differentiate SMEs from 

multinational enterprises. The principal decision-makers are usually members of the 

top management team. Based on recommendations from the literature review, the 

target respondents of this research design were top management team (TMT) 

members from small and medium-sized Chinese manufacturing firms who were 

actively engaged in strategic decision-making (Armstrong & Sambamurthy, 1999; 

Chen et al., 2014).  

The questionnaire was prepared in English and then translated into Chinese. To 

minimize translation error, the Chinese version was back-translated into English by a 

different translator to ensure that the meaning remained unchanged (Brislin, 1970). 

The finalized Chinese version was sent directly to the top management of the target 

sample, as they were the major decision-makers and most knowledgeable informants 

in the organizations.  
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To ensure the content validity of all constructs and the clarity of the 

questionnaire’s instructions, the author conducted an extensive literature review on 

leadership, innovation, product innovation performance, and corporate 

entrepreneurship to generate a pool of items. A pre-test was conducted by the same 

market research company; it was sent to 30 top managers from 15 manufacturing 

firms in China, i.e. two respondents from every firm. The respondents were asked not 

only to complete the questionnaires, but also to indicate if there was any ambiguity in 

the wording, phrasing, and meaning of the questions. Based on their suggestions and 

the results of the reliability test, some improvements were made to generate the final 

version. The final questionnaire targeting different TMT members within a single 

manufacturing firm were thus developed after fine-tuning. 

The formal data collection process lasted for approximately three months. To 

ensure that the key informants had adequate knowledge of innovative practices and 

operations within the firms, two screening questions—“How much do you know 

about the innovative practice of your company?” and “How familiar are you with the 

operations and practices of your company?” (1 = “very little”; 7 = “very 

much”)—were used (Kumar, Stern, & Anderson, 1993). The mean scores for the 

screening questions were 5.6 and 5.3, respectively. This showed that they had 

adequate knowledge of the innovative and operational practices of their organizations.  

The market research company randomly drew up a list of 600 manufacturing 

companies in Shanghai from a database provided by the provincial department of 

commerce. One hundred and fifty-one valid pairs of questionnaires were collected, i.e. 

302 respondents (two for each manufacturing firm), a response rate of 25.2%. Three 

channels were used for data collection: 40.4% (61 firms) through face-to-face 

interviews, 36.4% (55 firms) via postal mail, and the remaining 23.2% (35 firms) by 

e-mail. This sample size is similar to those in previous studies (Chen et al., 2014; 
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Garcia-Morales, et al., 2011). For example, Chen et al. (2014) investigated the 

relationships between transformational leadership, corporate entrepreneurship, 

technology orientation, and product innovation performance by collecting data from 

151 Chinese manufacturing firms.  

 

4.3 Sample Characteristics  

4.3.1 Company Characteristics   

There were five questions pertaining to the characteristics of the respondents’ 

company, including the number of years in business, primary industry categories, type 

of business (family business or not), nature of customers, and number of employees 

working in the office. The descriptive statistics of each company profile is depicted in 

Table 4.  

 

Table 4: Company’s Profile (N = 151)  

  Frequency Percentage (%) 

Number of Years in 

Business  

More than 10 years  110 72.8% 

Between 6 and 10 years 21 13.9% 

Less than 5 years  20 13.3% 

Primary Industry 

Categories 

General equipment  60 39.8% 

Wood processing and 

wood, bamboo, rattan, 

palm, grass products 

4 2.6% 

Electrical machinery and 

equipment  

13 8.6% 

Chemical raw materials 

and chemical  

19 12.6% 

Metal products 19 12.6% 

Non-metallic mineral 

products 

4 2.6% 

Special equipment 8 5.3% 

Others 24 15.9% 
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Family Business 
Yes 13 8.6% 

No 138 91.4% 

Nature of Customers 

Corporate client (B to B) 96 63.6% 

Ultimate client (B to C) 3 2% 

Both  52 34.4% 

Number of 

Employees (Office) 

1 – 20  134 88.7% 

21 or above  17 11.3% 

 

4.3.2 Respondents’ Characteristics  

There were in total 6 questions describing the demographic background of the 

respondents. Detailed statistical information such as job position, gender, age, 

education level, and the number of years in both industry and company was collected. 

Table 5 below exhibits all the descriptive details of the respondents’ profile.  

 

Table 5: Respondent’s Profile (N = 302; 151 companies)  

  Frequency Percentage (%) 

Job Position 

Supervisor (Member of the 

Board of Supervisors)  

57 18.9% 

Director (covering the areas 

of sales & marketing, 

production, technical, and 

operation) 

182 60.2% 

General manager  6 2% 

Manager (covering the areas 

of sales & marketing, 

production, technical, and 

operation) 

57 18.9% 

Gender 
Male 249 82.5% 

Female 53 17.5% 

Age 
45 or below 71 23.5% 

Above 45 231 76.5% 

Education Level  
Secondary school or below 6 2% 

Tertiary or above 296 98% 

Years of Industry Below 10 years 221 73.2% 
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Experience  10 years or above 81 26.8% 

Years of Company 

Experience  

Below 5 years 239 79.1% 

5 years or above 63 20.9% 

 

4.4 Inter-rater Reliability  

 In this research, two key informants from one single company were invited to 

participate in the survey. Hence, the assessment of inter-rater reliability (IRR) was 

required to indicate the degree of agreement and consistency among the quantitative 

ratings by multiple respondents (Hallgren, 2012). This statistical method can ensure 

that two or more independent raters assess the same observations and phenomenon. 

The key constructs, including independent variables, moderators, and dependent 

variables were all continuous variables, thus the intra-class correlation (ICC), being 

one of the most regularly used indicators, was employed to evaluate the IRR.  

 The correlation co-efficient value of ICC ranges from -1.0 to +1.0. As a rule, a 

negative value indicates that there is a systemic disagreement among raters. There is a 

random agreement for the value of 0 and a perfect agreement for the value of 1. In this 

sense, the higher the ICC values, the higher degree of the agreement is. According to 

Cicchette (1994), the cut-off values of ICC are categorized into four levels. The 

lowest level is with poor IRR, i.e. the ICC value is less than 0.4. The second level 

indicates that the IRR is fair with the ICC value ranging from 0.40 to 0.59. Then there 

is a good IRR with the value fall between 0.60 and 0.74. The level of agreement and 

consistency is of highest standard if the ICC value is between 0.75 and 1.0.  

 In the present study, three constructs, including product innovation performance 

(ICC: 0.554), reward philosophy (ICC: 0.576), and entrepreneurial culture (ICC: 

0.423) fell into the range of 0.40 to 0.59, showing that there was a fair level of 

agreement between the raters. The constructs of transformational leadership (ICC: 
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0.631) and exploratory innovation (ICC: 0.734) had a good inter-rater agreement. The 

remaining two constructs, i.e. exploitative innovation (ICC: 0.748) and transactional 

leadership (ICC: 0.902) exhibited an excellent level of inter-rater reliability. To 

summarize, all seven key variables were with an acceptable magnitude of agreement 

on the observational ratings between the two respondents. Therefore, the responses of 

two informants from each SME were pooled together for the subsequent data 

analyses.  

 

4.5 Aggregation of Response Data  

As previous data sources were not available or accessible for this study, 

questionnaires were used to ask the key informants to provide retrospective and 

judgmental responses for the variables. To yield better data quality and increase the 

validity of findings, some organizational marketing researchers have suggested 

adopting a multiple informant-based approach (Hill, 1982; Hogarth, 1978; Seidler, 

1974). Therefore, two informants from each manufacturing company were contacted 

for this study.  

As data were collected from multiple informants in each organization, an 

aggregate approach was needed to minimize the impact of measurement error (Van 

Bruggen, Lilien, & Kacker, 2002; Cote & Buckley, 1987). The author thus used the 

method suggested by Van Bruggen et al. (2002). The most straightforward way was to 

compute an unweighted mean score of independent responses from each group of 

members (Kumar, Stern, & Anderson, 1993). This method helped improve the 

reliability of informants’ responses by taking the average of errors and biases at the 

individual level (Rousseau, 1985).    
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4.6 Variable Measures 

4.6.1 Dependent Variables 

Three dependent variables were included in this study, which were exploratory 

innovation, exploitative innovation, and product innovation performance.  

The first two dependent variables related to types of innovation were used for 

testing all hypotheses outlined in the model. A 7-item scale ranging from 1 “strongly 

disagree” to 7 “strongly agree” adopted from Jansen et al. (2006) was used to measure 

exploratory innovation and exploitative innovation.  

For exploratory innovation, the statements included “our company accepts 

demands that go beyond existing products and services”, “we regularly use new 

distribution channels”, and “we regularly search for and approach new clients in new 

markets.”  

For exploitative innovation, the items were “our company frequently refines the 

provision of existing products and services”, “we increase economies of scales in 

existing markets”, “we expand services for existing clients”, and “lowering costs of 

internal processes is an important objective.”  

The third dependent variable - product innovation performance was used to test 

Hypothesis 3a and 3b. It focused on subjective measures instead of objective 

performance data. Subjective measures refer to performance evaluation by top 

managements themselves. This measurement is especially applicable to SMEs 

because they may be reluctant to disclose financial data so that objective financial and 

accounting measures are not available from secondary sources (Dess & Robinson, 

1984; Geringer & Hebert, 1991). Using a 7-item scale ranging from 1 “strongly 

disagree” to 7 “strongly agree”, respondents were asked to evaluate whether the 

product and service development in their firms could achieve target return on 

investment as well as target profitability (Luca & Atuahene-Gima, 2007).  
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4.6.2 Independent Variables 

Leadership is conceptualized either as transformational leadership or 

transactional leadership (Bass, 1990), thus they were the independent variables to be 

measured in this study. In the strategic leadership literature, MLQ is regarded as a 

well-validated tool developed by Avolio, Bass, and Jung (1999). It consists of two 

forms—the Leader Form and the Rater Form. The former one is used by asking the 

leader to rate his or her leadership behaviors by himself/herself. Whereas the latter 

one was used in this research study as it is the most commonly used by asking top 

managers, supervisors or employees to rate their leaders’ behaviors instead (Bass & 

Riggio, 2006).   

To measure transformational leadership, an 8-item scale, comprising four 

sub-dimensions with 7-point Likert-type scales was adopted. TMT members were 

asked to rate the degree to which the statements described his or her leader accurately 

(1 = “strongly disagree; 7 = “strongly agree”).  

First, two statements were used to measure idealized influence, including “my 

leader talks about his/her most important values”, and “my leader models ethical 

standards”.  

Second, two statements were used to measure inspirational motivation, which 

were “my leader emphasizes the importance of having a collective sense of mission”, 

and “my leader expresses confidence that goals will be achieved”.  

Then, the third sub-dimension of intellectual stimulation included two items. 

They were “my leader suggests new ways of looking at how to complete 

assignments”, and “my leader gets me to look at problems from many different 

angles”.  

The last sub-dimension was individualized consideration which included two 

statements, such as “my leader gives me individualized attention”, and “my leader 
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helps me to develop my strengths”.  

To measure transactional leadership, a 14-item scale consisting of three 

sub-dimensions with 7-point Likert-type scales was adopted. Again, TMT members 

were asked to rate the degree to which the statements described his or her leader 

accurately (1 = “strongly disagree; 7 = “strongly agree”).  

For the first sub-dimension—contingent reward, there were two items, including 

“my leader tells me what to do to be rewarded for my efforts”, and “my leader assists 

me based on my effort”.  

Twelve statements were used to measure the second 

sub-dimension—management-by-exception. They were “my leader focuses on 

mistakes, irregularities, exceptions, and deviations from what is expected of me”, “my 

leader monitors performance for errors needing corrections”, “my leader keeps careful 

track of mistakes”, and “my leader is alert for failures to meet standards”, “things 

have to go wrong for my leader to take action”, “as long as works meet minimal 

standards, my leader avoids trying to make improvements”, “my leader believes 

in—“if it isn’t broken, don’t fix it”, “problems have to be chronic before my leader 

will take action”, “my leader avoids getting involved when important issues arise”, 

“my leader is absent when needed”, “my leader avoids making decisions”, and “my 

leader delays responding when problems arise”.  

 

4.6.3 Moderating Variables 

Two moderators—reward philosophy and entrepreneurial orientation under 

corporate entrepreneurship were chosen to examine their moderating influence on the 

relationship between leadership styles and types of innovation in this inquiry. All the 

items were adopted directly from the operationalization of Brown, Davidson, and 

Wiklund (2001). It is a semantic differential scale consisting of a 10-point continuum. 
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Respondents were asked to select the position that could best describe their firms’ 

entrepreneurial behaviors along this scale.  

The first moderator was reward philosophy testing Hypotheses 4a and 4b. 

According to Brown et al. (2001) and Stevenson (1983), an “entrepreneurial” reward 

philosophy priorities reward to individuals and teams that can create values to an 

organization as a whole rather than emphasizing individual-based seniority, level of 

responsibility or hierarchical position. Items include such as “our employees are 

evaluated and compensated based on their responsibilities—our employees are 

evaluated and compensated based on the value they add to the firm”, and “our 

employees are usually rewarded by promotion and annual raises—we try to 

compensate our employees by devising ways, so that they can benefit from the 

increased value of the firm”.    

The second moderator was entrepreneurial culture testing Hypotheses 5a and 5b. 

As conceived by Brown et al. (2001) and Stevenson (1983), an organization fostering 

entrepreneurial culture reflects a proactive atmosphere in searching for new 

opportunities, valuing creativity, and encouraging new ideas, regardless of resource 

availability. The items were reverse-coded, for example, “we have many more 

promising ideas than we have time and the resources to pursue—we find it difficult to 

find a sufficient number of promising ideas to utilize all of our resources” and 

“changes in the society-at-large often give us ideas for new products and services— 

changes in the society-at-large seldom lead to commercially promising ideas for our 

firm”.    

 

4.6.4 Control Variables 

Three control variables that might affect SMEs’ leadership styles and creative 

practices were included in this study.  
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The first two control variables were related to firms’ internal social capital and 

relational ties with different stakeholders, both internal and external of an 

organization. The utilization of both variables was significant in a firm’s strategic 

development of innovation. Internal social capital was measured by the degree of 

social ties with internal departments, including R&D, production and manufacturing, 

services, and administration. 7-point Likert-type scales were used to measure this 

variable (Peng & Luo, 2000) (1 = very little, 7 = very extensive). Relational ties 

adopted from Alder and Kwon (2002) were measured by three items, statements 

including “our company has a close relationship with key business partners who have 

great influence over the company’s sales”, “the relationship with these key business 

partners is characterized by mutual trust”, and “we express our heartfelt thanks for 

what they have done to our company” (1 = very little, 7 = very extensive).  

The third control variable was R&D intensity. Being one of the most common 

variables in measuring innovation, it was measured by asking the respondents to 

calculate their R&D expenditure as a percentage of total assets over the past three 

years.  

 

4.7 Common Method Variance (CMV) 

In view of the self-reported nature of the current research study, common method 

variance (CMV) was a concern (Hair, Black Anderson, & Tatham, 1995). The 

remedies recommended by Podsakoff, MacKenzie, and Podsakoff (2012) were used 

accordingly to minimize bias.  

First, two respondents from each company participated in the data collection. 

Using response data from multiple informants within a single company can not only 

improve data quality, but also enhance the validity of the structural relationships 

uncovered in this study (Van Bruggen et al., 2002). As suggested by Van Bruggen et al. 
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(2002), the author calculated the unweighted mean of individual responses. This 

method can increase reliability by averaging out the respondents’ random biases 

(Rousseau, 1985).  

Second, the participants were assured during the data collection process that their 

responses would remain confidential and anonymous. This could reduce their 

reluctance to fill out the questionnaire, and also mitigate the social desirability effect.  

Moreover, following the suggestion of Brannick et al. (2010), different sections 

of the questionnaire were separately and clearly labeled. This was expected to 

minimize biases caused by participants’ misperception of direct connections between 

different constructs. The items measuring some constructs were also reverse-coded to 

mitigate CMV issues.  

Lastly, as suggested by Podsakoff and Organ (1986), Harman’s one-factor test 

was conducted to further examine the CMV issue. After all of the variables were 

loaded, the results showed that there was more than one factor with an eigenvalue 

greater than 1, and the factor with the largest value explained 19.9% of the variance. 

This suggests that CMV is unlikely to be a concern in this study. 

 

4.8 Construct Reliability and Validity   

 Before testing the path co-efficiency of the hypotheses and the goodness-of-fit of 

the structural model, it is important to confirm that the scales of the major variables 

used in this study were reliable and valid. Therefore, the measurement model was 

evaluated so as to display how well the measured variables were being put together to 

represent the latent factors. A confirmatory factor analysis (CFA) was thus performed 

for analyzing the factor structures of all items using Smart Partial Least Squares (PLS) 

3.0. This could examine how well the theoretical model could fit with the data 

collected (Hair, Hult, Ringle, & Sarstedt, 2014).  



77 
 

After running the PLS-SEM consistent algorithm, two indicators—composite 

reliability (CR) and Average Variance Extracted (AVE) of the scales of each variable 

were provided. They can be used to assess the results of this reflective measurement 

model. The first fit index—CR is to examine the internal consistency reliability by 

taking different outer loadings of the items into account. Its value falls into the range 

between 0 and 1. The higher the value, the higher the level of reliability is. Nunally 

and Bernstein (1994) commented that its values fall into the range between 0.60 and 

0.70 are acceptable; while it is regarded as more satisfactory if it is 0.70 or above. The 

second fit criterion—AVE is to measure the convergent validity of a construct by 

referring to the degree of how well one item correlates with the other item under the 

same construct. Its rule of thumb is 0.5 or above (>0.5), meaning that on average, the 

construct can explain more than half of the variance of its indicators.  

Transformational Leadership. As a higher-order construct, four distinct 

dimensions were included in this study, which was in line with the study of Avolio, 

Bass, and Jung (1999) on the re-examination of the components of this leadership 

style. There are originally 20 items (Avolio et al., 1999). In order to have a good 

model fit, some items were removed. The first dimension was idealized influence. 

There were two indicators related to this dimension, in which CR = 0.821 and AVE = 

0.697. There were also two indicators under the dimension of inspirational motivation 

after item deletion, CR = 0.819 and AVE = 0.694. The fit indices of the third 

dimension—intellectual stimulation were CR = 0.788 and AVE = 0.652 for two items 

to be kept after the deletion. The last dimension of this key construct—individualized 

consideration was measured by two items and the fit indices were CR = 0.830 and 

AVE = 0.710. All fit indices were satisfactory, showing that all items of this construct 

fulfilled the requirements of both composite reliability and convergent validity.  

Transactional Leadership. Again, this study adopted the measurement 
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developed by Avolio et al., (1999). This leadership style embodied two major 

components with altogether 16 items. To obtain satisfactory subscales of this 

independent variable, two items under contingent reward were removed. In other 

words, two indicators were remained under this dimension in this measurement model, 

CR = 0.793 and AVE = 0.660. Two sub-dimensions of management by exception 

(active and passive) were used to measure the second component. The fit indices of 

the two sub-dimensions were CR = 0.932; AVE = 0.775 and CR = 0.980; AVE = 0.857 

respectively. The preceding statistical results indicated that the items used in the 

current study were suitable to measure this independent variable in this structural path 

model.  

Exploratory Innovation. According to Jansen et al. (2006), there were in total 

seven items to measure this specific type of innovation. In this research, four items 

were removed to maintain its reliability and validity. With the reference to the 

previous chapter and Table 6, the fit indices of the remaining three items were CR = 

0.850, AVE = 0.654.  

Exploitative Innovation. Seven indicators adopted from Jansen et al. (2006) 

were first included in the questionnaire. Given the goodness-of-fit criterion, three 

items were removed. The values of CR as well as AVE of the scale measuring this 

specific type of innovation outcome were 0.862 and 0.609 respectively.  

Product Innovation Performance. By referring to the measurement developed 

by Luca & Atuahene-Gima (2007), five indicators were used to evaluate whether new 

product and service development could meet several target goals and objectives of a 

company. In this current model, two items were kept to measure this dependent 

variable. Its scale composite reliability was 0.761 (CR) and convergent validity was 

0.628 (AVE). Both indices demonstrated that the items were good enough to measure 

this latent variable.  
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 Reward Philosophy. Under the conceptualization of corporate entrepreneurship, 

there were three indicators pertaining to measure this moderator (Brown et al., 2001). 

After removing one item in this study, both levels of reliability and validity were 

improved, in which CR = 0.891 and AVE = 0.803 for two items remained in the path 

model.  

 Entrepreneurial Culture. The initial model of the scale of this moderator 

included three items (Brown et al., 2001). To obtain a satisfactory model fit, only two 

items were kept for the PLS-SEM modeling. The value of the first criterion for 

evaluating the internal consistency was 0.806 (CR) whereas the value of the second 

criterion for confirming the convergent validity was 0.683 (AVE).  

In conclusion, the purpose of conducting the confirmatory factor analysis (CFA) 

was to ensure both the reliability and validity of the key constructs used in this 

reflective measurement model were good fit enough for structural equation modelling 

(PLS-SEM). The foregoing analytical results provided statistical support that the 

quality of all variables met the requirements. This demonstrated that all scales of the 

major constructs were satisfactory, reinforcing that they were suitable for the 

structural model analysis. Table 6 (see next page) shows the measurements, CR, and 

AVE for all scales of the key constructs included in this dissertation.  
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Table 6: Composite Reliability of Constructs and CFA Results   

Construct and Items Average 

Variance 

Extracted 

(AVE) 

Composite 

Reliability 

(CR) 

Standardized 

Factor 

Loadings in 

CFA 

Transformational Leadership 

1. My leader talks about his/her most important values.  
0.697 0.821 

0.787 

2. My leader models ethical standards.  0.880 

3. My leader emphasizes the importance of having a collective sense of mission.  
0..694  0.819 

0.876 

4. My leader expresses confidence that goals will be achieved.  0.788 

5. My leader suggests new ways of looking at how to complete assignments. 
0.652 0.788 

0.737 

6. My leader gets me to look at problems from many different angles. 0.872 

7. My leader gives me individualized attention. 
0.710 0.830 

0.863 

8. My leader helps me develop my strengths. 0.822 

 

Transactional Leadership  

1. My leader tells me what to do to be rewarded for my efforts. 
0.660 0.793 

0.911 

2. My leader assists me based on my effort. 0.701 

3. My leader focuses on mistakes, irregularities, exceptions, and deviations from what 

is expected of me.  

0.775 

 

0.932 

0.849 

4. My leader monitors performance for errors needing corrections. 0.916 

5. My leader keeps careful track of mistakes. 0.911 

6. My leader is alert for failures to meet standards. 0.843 

8
0
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7. Things have to go wrong for my leader to take action. 

0.857 0.980 

0.857 

8. As long as works meet minimal standards, my leader avoids trying to make 

improvements. 

0.900 

9. My leader believes in “if it isn’t broken, don’t fix it”. 0.933 

10. Problems have to be chronic before my leader will take action. 0.938 

11. My leader avoids getting involved when important issues arise. 0.955 

12. My leader is absent when needed. 0.953 

13. My leader avoids making decisions.  0.934 

14. My leader delays responding when problems arise.  0.933 

 

Exploratory Innovation  

1. Our company accepts demands that go beyond existing products and services. 

0.654 0.850 

0.814 

2. We regularly use new distribution channels. 0.780 

3. We regularly search for and approach new clients in new markets. 0.832 

 

Exploitative Innovation 

1. Our company frequently refines the provision of existing products and services. 

0.609 0.862 

0.743 

2. We increase economies of scale in existing markets. 0.767 

3. We expand services for existing clients. 0.796 

4. Lowering costs of internal processes is an important objective. 0.814 

 

 

8
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Product Innovation Performance 

1. Product and service development in our firm achieves target return on investment.  
0.628 0.761 

0.578 

2. Product and service development in our firm achieves target profitability. 0.960 

 

Reward Philosophy 

1. Our employees are evaluated and compensated based on their responsibilities—Our 

employees are evaluated and compensated based on the value they add to the firm.  

0.803 0.891 

0.927 

2. Our employees are usually rewarded by promotion and annual raises—We try to 

compensate our employees by devising ways, so they can benefit from the increased 

value of the firm. 

0.865 

 

Entrepreneurial Culture 

1. We have many more promising ideas than we have time and the resources to 

pursue —We find it difficult to find a sufficient number of promising ideas to utilize 

all of our resources. (R) 
0.683 0.806 

0.654 

2. Changes in the society-at-large often give us ideas for new products and 

services—Changes in the society-at-large seldom lead to commercially promising 

ideas for our firm. (R) 

0.968 

 

  

8
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CHAPTER 5: RESEARCH RESULTS 

  

This chapter describes the analytical results. First, the descriptive statistics 

summary is presented. Then PLS goodness-of-fit indices of the path models, together 

with the path-coefficients are provided to examine the proposed theoretical model.  

 

5.1 Descriptive Statistics Summary 

 Table 7 provides a general understanding of the bivariate correlations of the key 

variables included in this research study. It shows the means, standard deviations, and 

correlations of all key constructs, including two independent variables, three 

dependent variables, two moderators, and three control variables in the structural 

model. From the table, significant and positive correlations can be found among 

transformational leadership, exploratory innovation, exploitative innovation, and 

product innovation performance. In line with the notion of literature, a significant and 

positive correlation exists between transactional leadership and exploitative 

innovation.  

 

5.2 Hypothesis Testing  

 This section focused on assessing the fitness and the path coefficients of the 

structural model. To test the hypotheses outlined in Chapter 3, the author used 

PLS-SEM analysis by running the PLS consistent bootstrapping.  

Two models were set up to investigate the relationships among the constructs. 

Model 1 was the main model including independent variables, dependent variables, 

and control variables. Five relationships among leadership (transformational and 

transactional leaderships), innovation outcomes (exploratory and exploitative) and 

product innovation performance were examined.  
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Table 7: Means, Standard Deviations, and Correlations of the Dependent, Independent, Moderators, and Control Variables.  

Correlation Matrix 1 2 3 4 5 6 7 8 9 10 

Mean 6.303 6.369 6.294 6.311 3.977 5.907 5.757 6.182 6.300 4.600 

Standard Deviation 0.340 0.376 0.396 0.243 0.869 2.716 2.397 0.415 0.339 0.887 

1. Product innovation performance 1          

2. Exploratory innovation 0.240*** 1         

3. Exploitative innovation 0.145** 0.580*** 1        

4. Transformational leadership 0.165** 0.250*** 0.268*** 1       

5. Transactional leadership 0.025 0.118 0.224*** 0.112 1      

6. Reward philosophy -0.055 0.252*** 0.340*** 0.092 0.135** 1     

7. Entrepreneurial culture -0.117 -0.190*** -0.194*** 0.038 0.005 -0.051 1    

8. Internal social capital 0.125 0.517*** 0.459*** 0.305*** 0.108 0.209*** -0.252*** 1   

9. Relational ties 0.058 0.450*** 0.351*** 0.293*** 0.128 0.198*** -0.116 0.417*** 1  

10. R&D intensity 0.237*** -0.181** -0.316*** 0.029 -0.119 -0.219*** 0.176** -0.166** -0.068 1 

Note: N=151, p<0.1*; p<0.05**; p<0.01***  

8
4
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Model 2 was the final full model, including two independent variables, three 

dependent variables, two moderators and three control variables. Table 8 and 9 

presented the testing results of Model 1 and Model 2 respectively.  

Table 10 was a summary of the key findings of the hypothesized relationships, 

supplemented with plots (Figure 2 and Figure 3) illustrating the interactions of the 

significant moderating effects in this study. The statistical findings of all pathways of 

two structural models were then shown in Figure 4 and Figure 5.  

 

Table 8: Results of PLS-SEM Analysis—Model 1 (Main Model with Control 

Variables) 

 Exploratory 

Innovation 

Exploitative 

Innovation 

Product Innovation 

Performance 

Independent variables    

  Transformational Leadership 

  (TF)  

0.118** 

(0.062) 

0.186** 

(0.086) 

 

  Transactional Leadership 

  (TC) 

0.046 

(0.053) 

0.132** 

(0.057) 

 

Independent variables    

  Exploratory Innovation   0.242*** 

(0.010) 

  Exploitative Innovation   0.127 

(0.107) 

Control variables    

Internal Social Capital 0.380*** 

(0.067) 

0.266** 

(0.083) 

0.069 

(0.084) 
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Relational Ties 0.222*** 

(0.071) 

0.191*** 

(0.072) 

-0.130 

(0.085) 

R&D Intensity -0.080 

(0.077) 

-0.224*** 

(0.065) 

0.331*** 

(0.100) 

    

Chi-Square 23.646   

SRMR 0.043   

NFI 0.910   

Note: Standardized estimates are reported with standardized errors in parentheses.  

N=151, p<0.1*; p<0.05**; p<0.01*** 

 

Table 9: Results of PLS-SEM analysis—Model 2 (Full Model) 

 Exploratory 

Innovation 

Exploitative 

Innovation 

Product Innovation 

Performance 

Independent variables    

  Transformational Leadership 

  (TF)  

0.123** 

(0.066) 

0.196** 

(0.095) 

 

  Transactional Leadership 

  (TC) 

0.044 

(0.060) 

0.125** 

(0.058) 

 

Independent variables    

  Exploratory Innovation   0.251*** 

(0.096) 

  Exploitative Innovation   0.133 

(0.088) 

Moderators    



87 
 

TF x Reward Philosophy 

  

TC x Reward Philosophy 

0.008 

(0.079) 

-0.157** 

(0.063) 

 

 

 

 

TF x Entrepreneurial Culture  

 

TC x Entrepreneurial Culture  

 

 -0.060 

(0.074) 

0.128** 

(0.065) 

 

Control variables    

  Internal Social Capital 0.338*** 

(0.074) 

0.254*** 

(0.094) 

0.073 

(0.087) 

  Relational Ties 0.229*** 

(0.076) 

0.189** 

(0.082) 

-0.126 

(0.097) 

  R&D Intensity -0.053 

(0.078) 

-0.205*** 

(0.060) 

0.302*** 

(0.088) 

Chi-Square 29.921   

SRMR 0.042   

NFI 0.903   

Note: Standardized estimates are reported with standardized errors in parentheses.  

N=151, p<0.1*; p<0.05**; p<0.01*** 

 

5.2.1 Structural Model Fit  

 In running PLS-SEM consistent algorithm, two fit statistical indices—SRMR 

and NFI could be obtained to assess the overall fitness of the structural path model. 

The first index is SRMR (Standardized root mean square residual). Its recommended 
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cut-off value for representing a good-fit model is below 0.08 (<0.08). The second 

index is NFI (Normed-fit index) and its rule of thumb is higher than 0.90 (>0.90).  

In Model 1, i.e. the model with main hypothesized relationships and control 

variables, SRMR was 0.043 and NFI was 0.91. Both fit indices were satisfactory 

because the former index was below the recommended value of 0.08 and the latter 

was above 0.90 as suggested. For Model 2, i.e. the final full model with all variables, 

including independent variables, dependent variables, moderators, and control 

variables, SRMR was 0.042 which was below the recommended cut-off value 0.08. 

Besides, NFI was 0.903 which was higher than 0.90.  

In conclusion, these two goodness-of-fit indices of Model 1 (main model) and 

Model 2 (full model) demonstrated that the empirical findings supported the proposed 

theoretical model in this current study.  

 

5.2.2 Results of Hypothesis 1 

Hypothesis 1a proposed a positive relationship between transformational 

leadership and exploratory innovation. The result was significant in both models and 

also in the same posited direction (Model 1: β = 0.118, t = 2.116, p = 0.036; Model 2: 

β = 0.123, t = 1.996, p = 0.048). Therefore, H1a was supported.  

 Hypothesis 1b suggested that there was a negative relationship between 

transactional leadership and exploratory innovation. The statistical result was 

insignificant, and the direction was on the opposite side to the hypothesized direction 

(Model 1: β = 0.046, t =0.682, p = 0.496; Model 2: β = 0.044, t = 0.751, p = 0.454). 

H1b was not supported as shown by the empirical findings.  

 

5.2.3 Results of Hypothesis 2 

 This hypothesis focused on the relationships between transformational and 
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transactional leaderships and exploitative innovation. For H2a, the author predicted 

that there was a negative relationship between transformational leadership behaviors 

and this specific type of innovation. Though the results were significant presented in 

both models, the direction was not the same as it was a positive sign instead of 

negative (Model 1: β = 0.186, t = 2.241, p = 0.026; Model 2: β = 0.196, t = 2.101, p = 

0.037). Hence, H2a was not supported.  

 H2b was developed to hypothesize a positive relationship between transactional 

leadership behaviors and exploitative innovation. The statistical findings of the 

models were not only significant, but also aligned with this predicted direction 

(Model 1: β = 0.132, t = 2.282, p = 0.024; Model 2: β = 0.125, t = 2.167, p = 0.032). 

Thus, H2b was supported.  

  

5.2.4 Results of Hypothesis 3.  

Two hypotheses (H3a and H3b) posited that there was a positive relationship 

between the distinct type of innovation outcomes and product innovation performance. 

Hypothesis 3a was supported as the results proved that exploratory innovation had a 

positive relationship to product innovation performance (Model 1: β = 0.242, t = 

2.496, p = 0.014; Model 2: β = 0.251, t = 2.607, p = 0.010). 

 However, the analysis indicated that the positive relationship between 

exploitative innovation and product innovation performance was not supported 

because of the insignificant empirical results, although the direction was same as 

suggested (Model 1: β = 0.127, t = 1.246, p = 0.215; Model 2: β = 0.133, t = 1.517, p 

= 0.131). Accordingly, H3b was not supported.  

 

5.2.5 Results of Hypothesis 4.  

This hypothesis was to examine the moderating effect of reward philosophy on 
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the relationships between different types of leadership style and exploratory 

innovation. The author proposed that reward philosophy could positively moderate 

the effect of transformational leadership behaviors on this specific type of innovation 

(H4a), while it could negatively moderate the effect on the relationship between 

transactional leadership behaviors and this innovation (H4b).  

H4a was found to be not supported because of the insignificant empirical 

findings from Model 2 (Model 2: β = 0.008, t = 0.197., p = 0.844). The significant 

result from the full model, i.e. Model 2 provided support for the posited moderating 

effect of H4b (Model 2: β = -0.157, t = 2.448., p = 0.015). Hence, H4b was supported.    

 

 

5.2.6 Results of Hypothesis 5.  

H5a concerned about the moderating effect of entrepreneurial culture on the 

relationship between transformational leadership and exploitative innovation. With 

same moderating effect, i.e. a weakening effect, the results presented in the model 

Figure 2: The Moderating Effect of Reward Philosophy on the Relationship 

between Transactional Leadership and Exploratory Innovation 
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were insignificant (Model 2: β = -0.060, t = 0.648., p = 0.518). Hence, H5a was not 

supported.  

H5b proposed that entrepreneurial culture could have a strengthening effect to 

further reinforce the positive relationship between transactional leadership and 

exploitative innovation. The empirical result from Model 2 demonstrated that 

entrepreneurial culture would moderate the aforementioned relationship (Model 2: β = 

0.128, t = 2.061., p = 0.041). Correspondingly, H5b was supported.  

 

Table 10: A Summary of Key Findings 

Hypotheses Results 

H1a: Transformational leadership is positively related to 

exploratory innovation.  

Supported 

H1b: Transactional leadership is negatively related to exploratory 

innovation.  

Not supported 

Figure 3: The Moderating Effect of Entrepreneurial Culture on the Relationship 

between Transactional Leadership and Exploitative Innovation 
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H2a: Transformational leadership is negatively related to 

exploitative innovation. 

Not supported 

H2b: Transactional leadership is positively related to exploitative 

innovation. 

Supported 

H3a: Exploratory innovation is positively related to a SME’s 

product innovation performance.  

Supported 

H3b: Exploitative innovation is positively related to a SME’s 

product innovation performance.  

Not supported 

H4a: Reward philosophy positively moderates the effect of 

transformational leadership on exploratory innovation. 

Not supported 

H4ba: Reward philosophy negatively moderates the effect of 

transactional leadership on exploratory innovation. 

Supported 

H5a: Entrepreneurial culture negatively moderates the effect of 

transformational leadership on exploitative innovation. 

Not supported 

H5b: Entrepreneurial culture positively moderates the effect of 

transactional leadership on exploitative innovation.  

Supported 

 

5.3 Additional Testing 

An additional model was set up to examine the robustness of the moderating 

effects proposed in the conceptual framework. In line with the results of Model 1 and 

Model 2, the posited interaction effects of H4b (β = -0.149, t = 2.457., p = 0.015) and 

H5b (β = 0.126, t = 1.933., p = 0.055) were significant. Besides, this model provided 

an additional result on the relationship between transformational leadership and 

product innovation performance. It revealed that there was a significant direct and 

positive effect of transformational leadership on product innovation performance (β = 
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0.153, t = 1.887., p = 0.061). The values of goodness-of-fix indices fulfilled the rule 

of thumb (SRMR = 0.035; NFI = 0.929), proving that this additional model could 

provide vigor support to the model developed for testing the moderations. Its 

statistical results were presented in Table 11. 

 

Table 11: Results of PLS-SEM Analysis—Additional Model 

 Exploratory 

Innovation 

Exploitative 

Innovation 

Product Innovation 

Performance 

Independent variables    

  Transformational Leadership 

  (TF)  

0.130** 

(0.069) 

0.199** 

(0.086) 

0.152* 

(0.075) 

  Transactional Leadership 

  (TC) 

0.044 

(0.055) 

0.112** 

(0.058) 

-0.006 

(0.093) 

Independent variables    

  Exploratory Innovation   0.234*** 

(0.091) 

  Exploitative Innovation   0.093 

(0.096) 

Moderators    

TF x Reward Philosophy 

  

TC x Reward Philosophy 

0.005 

(0.078) 

-0.149** 

(0.062) 

 

 

 

 

TF x Entrepreneurial Culture  

 

 -0.058 

(0.070) 
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TC x Entrepreneurial Culture  

 

0.126** 

(0.063) 

Control variables    

  Internal Social Capital 0.342*** 

(0.072) 

0.233** 

(0.093) 

0.043 

(0.103) 

  Relational Ties 0.223*** 

(0.068) 

0.153** 

(0.078) 

-0.145 

(0.090) 

  R&D Intensity -0.059 

(0.079) 

-0.175*** 

(0.066) 

0.279*** 

(0.097) 

Chi-Square 21.995   

SRMR 0.035   

NFI 0.929   

Note: Standardized estimates are reported with standardized errors in parentheses.  

N=151, p<0.1*; p<0.05**; p<0.01*** 
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CHAPTER 6: DISCUSSION, IMPLICATIONS, LIMITATIONS, 

AND FUTURE RESEARCH  

 

 This chapter contains four sections. The first provides a summary of the major 

findings presented in the previous chapter. The second section focuses on the 

theoretical and practical implications for researchers. The last two sections discuss 

limitations and suggestions for future research, and present a final conclusion.   

 

6.1 Summary of Major Findings 

6.1.1 Transformational Leadership and Innovation 

This study found that transformational leadership can contribute significantly and 

positively to both types of innovation outcomes—exploratory and exploitative 

innovation.  

It has been well documented that the characteristics of a transformational 

leader—II, IS, IM, and IC—are conducive to exploratory thinking and activities 

within a firm (e.g. Jansen et al., 2009). By acting as a role model, questioning current 

assumptions and problems, emphasizing collective interests, and paying personal 

attention to employees’ strengths and needs, all these behaviors facilitate followers’ 

generation of explorative and creative ideas. Transformational leaders have long been 

recognized as champions of innovation (Howell & Higgins, 1990), and the results of 

this study are in line with previous empirical findings.  

The author anticipated that transformational leaders might have a negative 

relationship with exploitative innovation. Interestingly, rather than the hypothesized 

relationship, the result indicated that this type of leader can initiate incremental 

changes to existing products and services. Transformational leadership styles in SMEs 

can build energy for refining current capabilities and achieving efficiency. First, 
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through II, leaders can talk openly and enthusiastically about the value of exploitative 

innovation—attaining stability, efficiency, and consistency. Second, through IS and 

IM, transformational leaders can encourage employees to investigate current practices 

from different angles and emphasize the collective benefits of cost-saving. Moreover, 

offering one-to-one attention is an effective way to understand the existing knowledge 

domains and capabilities of different members (Hannah & Lester, 2009). Thus, 

transformational leaders can enhance the effectiveness of exploitative innovation 

(Chang, 2015; Gumusluoglu & Ilsev, 2009; Nemanich & Vera, 2009).  

In a nutshell, transformational leaders not only enable exploratory activities 

within an organization, but also foster exploitative outcomes by encouraging the 

continuous improvement and refinement of existing products, services, operations, 

and processes.  

 

6.1.2 Transactional Leadership and Innovation  

Consistent with the empirical literature, this research study revealed that 

transactional leaders play a key role in promoting exploitative innovation. Contrary to 

the proposed negative relationship between transactional leaders and exploratory 

innovation, this study found a positive but insignificant relationship.  

Typical transactional leadership behaviors—such as preferring rule-based ways 

of doing things, reinforcing the status quo and current routines, closely monitoring 

mistakes and discrepancies, and relying on contractual agreements—emphasize 

efficiency, steadiness, and consistency, which favors exploitative innovation (Bass 

1998). This study confirms that reinforcing existing rules and procedures, as provoked 

by transactional leaders, is essential for helping organizational members to 

continuously improve and refine current products, services, processes, and outputs 

(Daft & Lengel, 1986; Jansen et al., 2009).    
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In contrast, the previous literature has argued that these behaviors and styles 

constrain the development of exploratory innovation, because this type of innovation 

requires departures from existing experience, knowledge, and capacities. As 

uncertainty and variety-seeking are not encouraged by transactional leaders, 

subordinates are hesitant or even afraid of participating in creative debate, 

experimentations, and risk-taking activities for idea generation (Amabile et al., 1996; 

Bone & Judge, 2004; Jansen et al., 2009). Surprisingly, the finding of a nonsignificant 

relationship indicates that transactional leaders may not always discourage 

exploratory activities. Indeed, one transactional leadership behavior—contingent 

reward—can facilitate new idea generation (Vaccaro et al., 2012). Well-defined and 

well-communicated reward mechanisms linked to exploratory innovation can 

stimulate openness and innovativeness. As a result, this type of leadership is not 

contrary to exploratory innovation, as was suggested in previous research.  

 

6.1.3 Product Innovation Performance  

Prior research has shown that a company can benefit from positive product 

innovation performance by simultaneously exploring new ideas (exploratory 

innovation) and exploiting current competences (exploitative innovation) (e.g. Gibson 

& Birkinshaw, 2004; He & Wong, 2004). However, the empirical findings of this 

study indicated that exploratory innovation is associated with positive product 

innovation performance, but exploitative innovation is not. Their diverse performance 

outcomes may be due to their distinctive natures and purposes.  

Exploratory innovation enables a firm to differentiate itself from rivals by 

providing existing and emerging customers with offerings that are unique and creative. 

Due to its radical nature (Benner & Tushman, 2003; Danneels, 2002), this specific 

type of innovation is difficult for incumbents to imitate or substitute for. In other 
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words, firms embracing exploratory innovation can not only exceed customers’ 

expectations with novel product offerings, but also build long-term brand loyalty and 

create barriers to entry (Porter, 1980). Exploring new ideas and products can help 

SMEs in the current marketplace by meeting or exceeding customers’ evolving needs 

and requirements (Slater, Mohr, & Sengupta, 2014). In addition, customers are more 

willing to pay a premium price for original and novel features, allowing firms to 

achieve greater returns on investment for a longer period of time (Chen et al., 2014; 

Shipton et al., 2005).  

Alternatively, a firm may pursue exploitative innovation to increase efficiency 

and effectiveness. The key goal of this particular type of incremental innovation is to 

improve cost-saving, productivity, and proficiency (March, 1991). Cost reduction, of 

course, can have a positive impact on financial performance, but from the RBV 

perspective, it is only a temporary advantage because incumbents can easily follow 

suit (Eisenhardt & Martin, 2000). Although SMEs may enjoy efficiency and 

consistency from exploiting current products, services, and practices, they may 

rapidly lose their competitive edge, because counterparts that can produce in greater 

quantities enjoy more bargaining power over suppliers and price-sensitive customers. 

As a result, exploitative activities may not increase a firm’s product innovation 

performance over the long term.  

The statistical results presented in this study agree with the literature that 

exploratory innovation, compared with exploitative innovation, can have a stronger 

positive impact on product innovativeness, affecting a firm’s survival, growth, and 

profitability in the long run (March, 1991; Chen et al., 2012).  

  

6.1.4 Reward Philosophy and Entrepreneurial Culture  

Innovation, as an opportunity-based management practice (Stevenson, 1983), is 



99 
 

closely related to corporate entrepreneurship (Chen et al., 2014; Heavey et al., 2009; 

Ling et al., 2008). Firms displaying a higher level of corporate entrepreneurship are 

committed to generating and implementing new ideas. This notion resonates with 

Damanpour’s (1991, p. 556) definition of innovation as “the generation, development, 

and implementations of new ideas and behaviors.” Accordingly, this study has 

examined the role of corporate entrepreneurship, specifically reward philosophy and 

entrepreneurial culture, in the relationship between leadership style and innovation 

outcomes.  

 

6.1.4.1 Reward Philosophy 

The prediction of this study was that reward philosophy might have dissimilar 

moderating effects on the relationship between different leadership styles and 

exploratory innovation. We found substantial support for a negative moderating 

influence on the effect of transactional leadership on exploratory innovation. This is 

mainly due to the conflict between transactional leaders’ contingent reward 

philosophy and the “value-driven” reward philosophy under corporate 

entrepreneurship. Exploratory innovation requires cross-functional cooperation, e.g. 

collaboration among R&D, sales and marketing, production, and engineering 

departments. Compensation and recognition based on the values and benefits 

generated for teams, groups, or the company as a whole can thus create a sense of 

collective interest. This is fundamental for stimulating entrepreneurial and creative 

activities. Such value-based, intrinsic incentives may be discouraged by transactional 

leaders, because they focus on employees’ fulfillment of responsibilities and duties. 

Moreover, a long-term oriented reward philosophy is opposed to the transactional 

leader’s desire for short-term benefits, which again may demotivate employees from 

pursuing exploratory innovation.  
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There was an insignificant moderating effect of transformational leadership on 

exploratory innovation. The major reason for this finding might be that rewarding 

employees based on value created is incompatible with SMEs’ limited resources. 

Even when leaders wish to implement a reward system for innovation activities, they 

may encounter difficulty because of insufficient financial resources. The empirical 

results of this study imply that reward philosophy is a specific tool enabling 

transformational and transactional leaders to encourage specific types of innovation 

outcomes. To develop an effective reward mechanism, decision-makers in small and 

medium-sized firms need to take the firms’ nature, philosophy, values, and resource 

availability into account.  

 

6.1.4.2  Entrepreneurial Culture  

Although the empirical results showed that entrepreneurial culture is a salient 

moderator of the relationship between leadership style and exploitative innovation, its 

impacts varied. Interestingly, nurturing an entrepreneurial culture significantly 

reinforced the positive effect of transactional leadership on exploitative innovation.  

This significantly positive moderating influence of entrepreneurial culture on the 

relationship between transactional leadership and exploitative innovation showed that 

cultivating an entrepreneurial culture helps transactional leaders pay more attention to 

what is happening in the business world. Through attentiveness to the external 

environment, decision-makers acquire information on customers’ needs, competitors’ 

strategies, and other contingencies. In other words, entrepreneurial culture can 

stimulate managerial attention to external information, which minimizes biases in 

strategic decision-making and means they can accurately evaluate exploitative 

innovation projects. Therefore, this “outward looking” cultural characteristic, 

complemented by transactional leaders’ “inward looking” ideology, can help SMEs 
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generate more promising “just enough” ideas (Brown et al., 2001). This ensures that 

exploitative activities reflect SMEs’ internal resource availability and external 

environmental changes, by controlling the refinement of exploitative projects more 

precisely. Transactional leaders, combined with an optimal level of entrepreneurial 

culture, can thus strengthen the positive impact on exploitative outcomes.   

This study found an insignificant moderating effect of entrepreneurial culture on 

the relationship between transformational leadership and exploitative innovation. 

Nevertheless, the negative sign of interaction was same as the hypothesized direction. 

An entrepreneur-led firm is more likely to be innovative and experimental. 

Transformational leaders, as conjectured by Waldman et al. (2006), tend to devote 

more effort to thinking about the external environmental context due to their need for 

IS. Besides, this type of leader may be too optimistic and focus too much on 

generating ideas to accommodate external changes. As such, a transformational leader 

and entrepreneurial culture may further foster radical changes within an organization. 

Nonetheless, SMEs’ limited resources impose some restrictions. They are more 

vulnerable to project failures and losses than their larger counterparts, which may 

weaken their exploitative innovation activities.  

This result indicates that entrepreneurial culture can augment or hinder the 

effects of different types of leaders on specific innovation outcomes. To ensure 

internal fit, this research suggests that leaders must recognize the distinctive role of 

entrepreneurial culture. In addition, an appropriate leadership approach is vital for 

fostering different innovation outcomes under a firm-level entrepreneurial culture.  

 

6.2 Implications 

6.2.1 Theoretical Implications 

This study contributes to the current literature in four important ways, based on 
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the arguments and statistical analysis presented in the previous chapters. First, it 

provides a conceptual model of the relationships between leadership, innovation, and 

product innovation performance. As Zhang and Wu (2017) suggested, it is necessary 

to explore different types of DC in relation to resources and performance. Some 

scholars (e.g. Ambrosini & Bowman, 2009; Di Stefano, Peteraf., & Verona, 2010; 

Helfat & Peteraf, 2009; Pablo et al., 2007) have called for the integration of the RBV 

and DC frameworks into complementary fields, and for empirical studies to further 

validate them. In response to their calls, this study has used the RBV and DC 

approach to provide a comprehensive analytical overview of the links between 

leadership styles (resource), innovation outcomes (dynamic capability), and firm 

performance (competitive advantage). In line with Teece (2014), the RBV and DC 

approach explain how heterogeneous leadership styles determine a firm’s ability to 

create new products and services, and ultimately firm-level performance.  

Second, the previous literature has focused on the relationship between 

transformational leadership and innovation. Bass (1999) maintained that the best 

leaders incorporate both transformational and transactional styles and behaviors. 

Furthermore, these two types of leadership are complementary (Howell & Avolio, 

1993). It is also worth examining the effect of transactional leaders on exploratory and 

exploitative innovation. This study responds to Kraft and Bausch (2016) by shedding 

light on this previously unexplored area in leadership management, elucidating the 

leadership-innovation relationship.  

Third, this study synthesizes the disparate existing views of the relationship 

between transformational leadership and exploratory and exploitative innovation. The 

mechanism developed in this research strengthens Howell and Higgins’ view (1990) 

that leaders with transformational styles and behaviors champion innovation. Though 

exploratory and exploitative innovation are differentiated by “hosting multiply 
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contradictory structures, processes, and cultures within the same firm” (Tushman & 

O’Reilly, 1996, p. 24), this study shows that transformational leadership enables 

SMEs to balance exploratory and exploitative innovation despite scarce resources.  

Lastly, this paper has built on previous scholars’ efforts (Chen et al., 2014; Kraft 

& Bausch, 2016) to contextualize the relationship between leadership and innovation 

by incorporating entrepreneurship phenomena. By considering two proxies for 

corporate entrepreneurship—reward philosophy and entrepreneurial culture—as 

moderators, this study further tests the hypothesized relationships between leadership 

styles and organizational innovation outcomes. The statistical results confirmed that 

corporate entrepreneurship affects the links between leadership and innovation. 

Collecting empirical data at the firm level has provided a better understanding of the 

effects of leadership and how different practices or cultures can elevate or hamper 

firm-level innovativeness.   

 

6.2.2 Practical Implications 

This research has four practical implications for business practitioners. First, 

leadership, as an important human resource, has a varying influence on innovation. To 

compete with large incumbents, SMEs must apply proper leadership styles to shape 

strategic direction in relation to innovation. By understanding which leadership style 

is more suitable for exploratory and exploitative innovation, companies can develop 

the right leadership styles and behaviors through their selection process and design of 

training programs. SMEs can put more resources into developing transformational 

leaders, who support both exploratory innovation and exploitative activities. The four 

components of transformational leadership—II IS, IM, and IC—should be 

underscored in training programs (Avolio, 1999; Barling, Weber, & Kelloway, 1996; 

Conger & Kanungo, 1998).  



104 
 

Second, exploratory and exploitative innovation differ in their natures, purposes, 

and outcomes. By recognizing these dissimilarities, leaders and top management of 

SMEs can chart strategic directions, actions, and paths to develop appropriate 

innovation capability to compete in a fast-paced business environment. A more 

holistic understanding of innovation management can improve managers’ 

decision-making and firm performance when devising innovation-oriented strategy. 

With the help of this theoretical analysis, enterprises with greater innovation 

capability will achieve “technical fit,” “evolutionary fit,” and “asset orchestration,” as 

suggested by Helfat (2007) and Teece (2007). 

Third, reward philosophy and entrepreneurial culture can serve as tools for 

transformational and transactional leaders to augment exploratory and exploitative 

innovation. Establishing a flexible, effective reward scheme by highlighting 

team-based value and incentives can stimulate employees’ entrepreneurial capacities. 

However, managers need to be aware of the pros and cons of cultivating an 

entrepreneurial culture under different leadership styles to engage in distinct types of 

innovation, in particular in the context of SMEs. Aligning the right leadership style 

with right rewards and culture is the key to success for small and medium-sized 

businesses in the pursuit of a discrete innovation outcome.  

Lastly, even though this paper has focused on the implications of SMEs’ 

smallness and liabilities for innovation practice, the results are also applicable to large 

firms. The empirical findings concerning the links between leadership, innovation, 

and product innovation performance, and the mechanisms of reward philosophy and 

entrepreneurial culture can also benefit larger firms’ decision-making in relation to 

innovation.  
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6.3 Limitations and Suggestions for Future Research 

This study has several limitations, which provide directions for future research. 

The data collection and analysis were conducted on a cross-sectional basis. Given the 

interesting results in relation to the moderating effects of reward philosophy and 

entrepreneurial culture on the relationship between leadership style and innovation 

type, these impacts should be investigated using a longitudinal design in future 

research. This will allow for a more accurate assessment of the effectiveness of a 

reward system over several years. In addition, it takes a long time for firms to nurture 

entrepreneurial culture. Longitudinal data collection will permit a comparison of the 

impact of these organizational cultural characteristics on innovation over time, giving 

a more robust understanding of their moderating effects.    

Another limitation of this current study concerns its generalizability. The sample 

solely comprised Chinese-based manufacturing companies. China is the second 

largest economy in the world (IMF, 2018). China’s business environment is dynamic 

and hypercompetitive, and the Chinese government has devoted resources to 

stimulating innovation. The organizational drivers of innovation may not be the same 

from country to country, particularly between developed and emerging countries 

(Hauser et al., 2006; Tang, Tang, Marino, Zhang, and Li, 2008). As such, the 

relationships demonstrated in this study may not be generalizable to other countries. 

Therefore, future studies should test this study’s model by focusing on leadership 

styles, innovation outcomes, product innovation performance and corporate 

entrepreneurship in Western or developed countries, which feature different 

institutional, cultural, and economic settings. 

This study has only examined the moderating impacts of two proxies of corporate 

entrepreneurship—reward philosophy and entrepreneurial culture—on the 

relationship between leadership and innovation. Future studies may explore other 
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variables related to corporate entrepreneurship, such as strategic orientation, resource 

orientation, management structure, and growth orientation (Stevenson, 1983; 

Stevenson & Gumpert, 1985; Stevenson & Jarillo, 1986, 1990).  

In addition, this paper has separately investigated the relationships between 

leadership styles and innovation outcomes. Indeed, Bass (1998, p. 21) asserted that 

“transformational leadership does not substitute for transactional leadership.” This is 

because transactional leadership encourages followers to meet agreed-upon 

expectations through rewards while transformational leadership motivates employees 

through emotional attachment to exceed expectations. Sometimes different leadership 

behaviors co-exist in the same individuals in different situations. A leader should 

display both transactional and transformational behaviors to promote desired 

innovative outcomes and organizational performance (Howell & Avolio, 1993). 

Future research can extend the inquiry by scrutinizing the effects of ambidextrous 

leadership on innovation (Jansen et al., 2009; Kraft & Bausch, 2016; Rosing et al., 

2011)  

Lastly, one of the moderators—reward philosophy—focuses on top management’s 

attitude toward rewarding organizational members in the pursuit of entrepreneurial 

activities (Brown et al., 2001; Stevenson, 1983). However, there is little agreement on 

what specific rewards are effective in enhancing individuals’ willingness to participate 

in innovation activities. SMEs may also lack financial slack to motivate employees’ 

innovativeness (Benabou & Tirole, 2003). In view of this, future research could 

examine the specific types or systems of reward and compensation (for instance, 

intrinsic incentives or extrinsic motivations) that foster specific types of innovation. 

This is of great importance to SMEs, because striking a balance between rewards and 

resource availability is crucial for promoting innovation within an organization 

(Hornsby et al., 1999, 2002; Kuratko et al., 1990; Morris & Jones, 1995).  
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6.4 Conclusion  

By focusing on SMEs characterized by resource scarcity, this study has addressed 

a crucial question: “How do different types of leadership, under what organizational 

contexts, enable which types of innovation, and subsequently lead to positive product 

innovation performance?” This is the central question in the field of strategic 

management, and answering it shows how a firm can achieve its ultimate 

goal—sustainable competitive advantages.  

Building upon the RBV and DC approach, this study provides a comprehensive 

model of the links between leadership (resource), innovation (dynamic capability) and 

product innovation performance (competitive advantage). It also reveals that 

corporate-level characteristics (reward philosophy and entrepreneurial culture) 

reinforce or hinder the effects of transformational and transactional leadership on 

exploratory and exploitative innovation in the context of SMEs. 
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Figure 4: Summary of Statistical Findings for Main Model with Control Variables (Model 1) 
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Figure 5: Summary of Statistical Findings for Full Model (Model 2) 
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Appendix 1: Survey—Cover Page  

 

Information for Participants 

1 September 2018 

 

Dear XXX, 

I am Sindy Chung, a DBA candidate (Doctor of Business Administration) at Hong Kong 

Baptist University. I am now conducting a research on SMEs’ innovation activities in China 

for my dissertation and would like to invite you to participate in the research study. This study 

is to investigate the management background information and practices evolved around 

innovation.   

In this study, you will be asked to first read a standardized questionnaire, including 

seven sections. Section 1 is about your company’s background information. Section 2 

investigates your company’s innovation development. Section 3 covers questions about the 

networks and ties of your business while Section 4 includes statements describe the view of 

your company on certain management aspects. Section 5 is the leadership styles’ of 

entrepreneurs in your company. Section 6 refers to your company’s general industry 

environment. After that, you will answer a series of questions about the overall performance 

as well as basic management characteristics in Sections 7 and 8 respectively. Your candid 

response will provide important insights to help us understand the decision process of 

innovation in SMEs and improve the related practices.  

Your participation in this survey is entirely voluntary. All information that you provide 

will be strictly confidential and will be used at the aggregated level and for research purposes 

only. The data will be retained 5 years upon completion of the product and will be completed 

destroyed afterwards.  

If you have any questions or concerns about the research study, please feel free to 

contact Chung Ka Wai, Sindy at HKBU via email 13451278@life.hkbu.edu.hk or by phone 

852 9108 9433.  

If you understand the contents described above and agree to participate in this research 

study, please complete and sign the consent form. Your participation is very much 

appreciated. 

 

Yours faithfully, 

CHUNG Ka Wai, Sindy 

DBA Candidate 

Hong Kong Baptist University  

  

mailto:13451278@life.hkbu.edu.hk
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Appendix 2: Survey—Questionnaire  

 

Part I. Please fill in the followings/ click the right boxes.  

Company name: _________________________________ 

1.1 Year of company establishment: _________________ 

1.2 Primary industry: _____________________________ 

1.3 Family business: □ Yes (No. of family employees: ________________)     □ No 

1.4 Nature of your customers:  

□ Corporate client (B to B)    □ Ultimate customers (B to C) □ Both 

1.5 Number of employees: _________________________ (office) 

 
Part II. There are two different types of innovation described as follows. Please circle the 

statements which can best describe your company’s development of each type of 

innovation over the past three years.  

Exploratory Innovation                            Strongly                      Strongly  

                                                                  Disagree                        Agree 
1. Our company accepts demands that go beyond existing 

products and services. 

1 2 3 4 5 6 7 

2. We invent new products and services. 1 2 3 4 5 6 7 

3. We experiment with new products and services in 

our local market. 

1 2 3 4 5 6 7 

4. We commercialize products and services that are 

completely new to our company. 

1 2 3 4 5 6 7 

5. We frequently utilize new opportunities in new 

markets. 

1 2 3 4 5 6 7 

6. We regularly use new distribution channels. 1 2 3 4 5 6 7 

7. We regularly search for and approach new clients in 

new markets. 

1 2 3 4 5 6 7 

Exploitative Innovation                            Strongly                       Strongly  

                                                                 Disagree                         Agree 
1. Our company frequently refines the provision of 

existing products and services.  

1 2 3 4 5 6 7 

2. We regularly implement small adaptations to existing 

products and services. 

1 2 3 4 5 6 7 

3. We introduce improved, but existing products and 

services for our local market.  

1 2 3 4 5 6 7 

4. We improve our provision’s efficiency of products and 

services.. 

1 2 3 4 5 6 7 

5. We increase economies of scale in existing markets. 1 2 3 4 5 6 7 

6. We expand services for existing clients. 1 2 3 4 5 6 7 

7. Lowering costs of internal processes is an important 

objective.  

1 2 3 4 5 6 7 

 

Part III. Please circle the statements which can best describe the extent to which your 

company has utilized the following networks and ties for the business over the past three 

years.  

Relational Ties                                   Strongly                      Strongly  

                                                                  Disagree                        Agree 
1. Our company has a close relationship with key 

business partners who have great influence over the 

company’s sales. 

1 2 3 4 5 6 7 

2. The relationship with these key business partners is 

characterized by mutual trust. 

1 2 3 4 5 6 7 

3. We expect to keep co-operating with them in the 1 2 3 4 5 6 7 
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future.  
4. We express our heartfelt thanks for what they have 

done to our company.  

1 2 3 4 5 6 7 

Structural Ties                                   Strongly                       Strongly  

                                                                 Disagree                         Agree 
1. We have got new business contacts through these key 

business partners.   

1 2 3 4 5 6 7 

2. They have “opened the doors” of other customers to 

us.  

1 2 3 4 5 6 7 

3. These key business partners have provided 

opportunities in connecting with other new contacts.   

1 2 3 4 5 6 7 

Internal Social Capital                              Very                           Very 

                                                                   Little                       Extensive 
1. Internal R&D department 

 

1 2 3 4 5 6 7 

2. Internal production and manufacturing department 1 2 3 4 5 6 7 

3. Internal sales and marketing department 1 2 3 4 5 6 7 

4. Internal service department 1 2 3 4 5 6 7 

5. Internal administration department 1 2 3 4 5 6 7 

6. All other functional units 1 2 3 4 5 6 7 

 

Part IV. Please circle the numbers in the following scales which can best describe the view of 

your company. (Circle the number “1” if the statement on the left side best describes your 

company’s view. Circle the number “10” if the statement on the right side best describes your 

company’s view. Circle the numbers “2” to “9” depending upon your best estimate of an 

intermediate position).   
Reward Philosophy 

1. Our employees are 

evaluated and 

compensated based 

on their 

responsibilities. 

1 2 3 4 5 6 7 8 9 10 Our employees are 

evaluated and compensated 

based on the value they add 

to the firm. 

2. Our employees are 

usually rewarded 

by promotion and 

annual raises. 

1 2 3 4 5 6 7 8 9 10 We try to compensate our 

employees by devising 

ways, so they can benefit 

from the increased value 

of the firm. 

3. An employee’s 

standing is based 

on the amount of 

responsibility s/he 

has.  

1 2 3 4 5 6 7 8 9 10 An employee’s standing is 

based on the value s/he 

adds. 

Entrepreneurial Culture 

1. We have many 

more promising 

ideas than we have 

time and the 

resources to pursue. 

1 2 3 4 5 6 7 8 9 10 We find it difficult to find a 

sufficient number of 

promising ideas to utilize 

all of our resources. (R) 

2. Changes in the 

society-at-large 

often give us ideas 

for new products 

and services. 

1 2 3 4 5 6 7 8 9 10 Changes in the 

society-at-large seldom lead 

to commercially promising 

ideas for our firm. (R) 

3. We never 

experience a lack 

1 2 3 4 5 6 7 8 9 10 It is difficult for our firm to 

find ideas that can be 
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of ideas that we 

can convert into 

profitable 

products/services. 

converted into profitable 

products/services. (R) 

 
Part V. Please circle the statements which can best describe the leadership styles of your 

boss (an entrepreneur).  

Transformational Leadership                            Strongly                    Strongly  

                                                                  Disagree                      Agree 
1. My leader instills pride in me for being associated 

with him/her. 

1 2 3 4 5 6 7 

2. My leader goes beyond self-interest for the good of 

the group. 

1 2 3 4 5 6 7 

3. My leader acts in ways that builds my respects. 1 2 3 4 5 6 7 

4. My leader displays a sense of power and 

confidence. 

1 2 3 4 5 6 7 

5. My leader talks about his/her most important 

values. 

1 2 3 4 5 6 7 

6. My leader models ethical standards. 1 2 3 4 5 6 7 

7. My leader considers the moral and ethical 

consequences of decisions. 

1 2 3 4 5 6 7 

8. My leader emphasizes the importance of having a 

collective sense of mission. 

1 2 3 4 5 6 7 

9. My leader talks optimistically about the future. 1 2 3 4 5 6 7 

10. My leader expresses confidence that goals will be 

achieved. 

1 2 3 4 5 6 7 

11. My leader talks enthusiastically about what needs 

to be accomplished.  

1 2 3 4 5 6 7 

12. My leader arouses awareness about important 

issues. 

1 2 3 4 5 6 7 

13. My leader reexamines critical assumptions to 

question whether they are appropriate. 

1 2 3 4 5 6 7 

14. My leader seeks differing perspectives when 

solving problems. 

1 2 3 4 5 6 7 

15. My leader suggests new ways of looking at how to 

complete assignments. 

1 2 3 4 5 6 7 

16. My leader gets me to look at problems from many 

different angles. 

1 2 3 4 5 6 7 

17. My leader gives me individualized attention.  1 2 3 4 5 6 7 

18. My leader helps me to develop my strengths. 1 2 3 4 5 6 7 

19. My leader spends time teaching and coaching. 1 2 3 4 5 6 7 

20. My leader considers me as having different needs, 

abilities, and aspirations from others.  

1 2 3 4 5 6 7 

Transactional Leadership                                 Strongly                    Strongly  

                                                                  Disagree                      Agree 
1. My leader tells me what to do to be rewarded for 

my efforts. 

1 2 3 4 5 6 7 

2. My leader assists me based on my effort. 1 2 3 4 5 6 7 

3. My leader gives rewards based on what I have 

accomplished. 

1 2 3 4 5 6 7 

4. My leader gives me special recognition for my 1 2 3 4 5 6 7 
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achievement. 

5. My leader focuses on mistakes, irregularities, 

exceptions, and deviations from what is expected 

of me.  

1 2 3 4 5 6 7 

6. My leader monitors performance for errors 

needing corrections.  

1 2 3 4 5 6 7 

7. My leader keeps careful track of mistakes.  1 2 3 4 5 6 7 

8. My leader is alert for failures to meet standards. 1 2 3 4 5 6 7 

9. Things have to go wrong for my leader to take 

action. 

1 2 3 4 5 6 7 

10. As long as works meet minimal standards, my 

leader avoids trying to make improvements. 

1 2 3 4 5 6 7 

11. My leader believes in “if it isn’t broken, don’t fix 

it”. 

1 2 3 4 5 6 7 

12. Problems have to be chronic before my leader will 

take action. 

1 2 3 4 5 6 7 

13. My leader avoids getting involved when important 

issues arise.  

1 2 3 4 5 6 7 

14. My leader is absent when needed.  1 2 3 4 5 6 7 

15. My leader avoids making decisions. 1 2 3 4 5 6 7 

16. My leader delays responding when problems arise. 1 2 3 4 5 6 7 

 
Part VI. Please circle the statements which can best describe the business environment of 

your industrial sector.  

Customer Turbulence                                   Strongly                    Strongly  

                                                                  Disagree                      Agree 
1. Customers’ product preference change quite a bit 

over time. 

1 2 3 4 5 6 7 

2. Our customers tend to look for new products all the 

time. 

1 2 3 4 5 6 7 

3. We are witnessing demand for our products and 

services from customers who never bought them 

before.  

1 2 3 4 5 6 7 

4. New customers tend to have product-related needs 

that are different from those of our existing 

customers. 

1 2 3 4 5 6 7 

Competitive Turbulence                                Strongly                    Strongly  

                                                                  Disagree                      Agree 
1. It seems that we get new competitors all the time. 1 2 3 4 5 6 7 

2. Competitors change their strategy constantly. 1 2 3 4 5 6 7 

3. Our competitors have been the same for years. (R) 1 2 3 4 5 6 7 

Technological Turbulence                              Strongly                    Strongly  

                                                                  Disagree                      Agree 
1. The technology is changing rapidly. 1 2 3 4 5 6 7 

2. Technological changes provide big opportunities. 1 2 3 4 5 6 7 

3. A large number of new products have been made 

possible through technological breakthroughs. 

1 2 3 4 5 6 7 

4. Technological developments are rather minor. (R) 1 2 3 4 5 6 7 

 
Part VII. Please circle the most appropriate boxes about the overall innovation 

performance of your company over the past three years.  
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Product Innovation Performance                       Strongly                    Strongly  

                                                                  Disagree                      Agree 
1. Product and service development in our firm 

achieves target market share.  

1 2 3 4 5 6 7 

2. Product and service development in our firm 

achieves target sales.  

1 2 3 4 5 6 7 

3. Product and service development in our firm 

achieves target return on assets. 

1 2 3 4 5 6 7 

4. Product and service development in our firm 

achieves target return on investment.  

1 2 3 4 5 6 7 

5. Product and service development in our firm 

achieves target profitability.  

1 2 3 4 5 6 7 

6. R&D expenditure 
as a % of total assets 

0% 1-5% 6-10% 11-15% 16-20% 21-25% >25% 

 
Part VIII. Please fill in the followings / click the right boxes.  
1.  Your position: _________________________________ 

2. Gender:         □ Male      □ Female 

3. Age: □ Under 25  □ 25-35      □ 36-45       □ 46-55      □ 55 or above 

4. Education level:        □ Secondary school or below      □ Undergraduate                

□ Postgraduate         □ Doctorate 

5. How long have you held the current position at the company?  ___________________ 

6. How long have you been in this specific industry?  ______________________ 

7. How much do you know about the innovative practice of your company? 

(1) Very little  (2) Little  (3) Somewhat little  (4) Neutral    

(5) Somewhat extensive   (6) Extensive       (7) Very extensive 

8. How much are you familiar with the operations and practices of your company? 

(1) Very little  (2) Little  (3) Somewhat little  (4) Neutral    

(5) Somewhat extensive   (6) Extensive       (7) Very extensive 

 

Many thanks for your participation. 
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