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ABSTRACT 

 

 

 

 

Leading innovation in today’s competitive business environment is one of the 

most challenging aspects of the life of an organization. Review of literature indicates 

that although innovation is accepted as a key factor to future competitiveness of the 

firms, in many developing countries but organizational innovation is not a priority 

and generally neglected. Since previous studies identified leadership as an important 

determinant of organizational innovation, this study seeks to explore the direct and 

moderated effect of transformational leadership on organizational innovation at the 

organizational level. Therefore, this study develops a conceptual framework to show 

the moderating effect of innovative behaviours (idea generating, risk taking, decision 

making) as an organizational context on the relationship of transformational 

leadership and organizational innovation. A sample of 63 companies from “Top 100 

Iranian Companies” participated in this research. The hypotheses were evaluated 

using Partial Least Squares (PLS) analysis which is known as a Structural Equation 

Modeling (SEM) technique. Findings of this study revealed that almost 45 percent of 

the variance of organizational innovation (R
2
 = 0.449) is explained by 

transformational Leadership and this supported the positive and significant 

relationship of transformational leadership and organizational innovation. 

Furthermore, the results of this research supported two of the predicted moderating 

effects and showed that some of the components of transformational leadership are 

positively related to organizational innovation. This research has both theoretical and 

practical contributions to the field of leadership and innovation by elaborating the 

direct and moderated effect of transformational leadership on organizational 

innovation.  
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ABSTRAK  

 

ABSTRAK 

 

 

 

 

 Menerajui inovasi dalam persekitaran perniagaan yang kompetitif pada hari 

ini adalah salah satu aspek yang paling mencabar bagi organisasi. Keperluan untuk 

kajian ini menjadi ketara dalam proses mengulas literatur tentang inovasi dalam 

organisasi di negara membangun. Tinjauan literatur menunjukkan bahawa walaupun 

inovasi diterima sebagai faktor utama kepada daya saing firma di masa depan, 

inovasi organisasi tidak menjadi keutamaan dan umumnya diabaikan dalam 

organisasi di banyak negara membangun. Memandangkan banyak kajian lepas 

mengenal pasti kepimpinan sebagai penentu penting dalam inovasi organisasi, kajian 

ini meneroka kesan langsung dan kesan penyederhana kepimpinan transformasi 

kepada inovasi organisasi di peringkat organisasi. Oleh itu, kajian ini 

membangunkan satu kerangka konseptual untuk mencari kesan penyederhana 

tingkah laku inovatif (menjana idea, mengambil risiko dan membuat keputusan) 

sebagai konteks organisasi dalam hubungan antara kepimpinan transformasi dan 

inovasi organisasi. Satu sampel 63 syarikat daripada senarai "100 Syarikat Teratas 

Iran" telah melengkapkan soalselidik kajian. Hipotesis telah diuji menggunakan 

analisis Partial Least Square (PLS) yang dikenali sebagai teknik Pemodelan 

Persamaan Struktur (SEM). Hasil kajian ini mendedahkan bahawa hampir 45 peratus 

daripada varians inovasi organisasi (R
2
=0.449) dijelaskan oleh kepimpinan 

transformasi dan ini menyokong hubungan yang positif dan signifikan kepimpinan 

transformasi dan inovasi organisasi. Tambahan pula, hasil penyelidikan ini 

menyokong dua daripada kesan penyederhana yang diramal dan pada masa yang 

sama menunjukkan bahawa beberapa komponen kepimpinan transformasi 

berhubungan positif dengan inovasi organisasi. Kajian ini mempunyai kedua-dua 

sumbangan teori dan praktikal kepada literatur dengan menghuraikan kesan langsung 

dan kesan penyederhana kepimpinan transformasi terhadap inovasi organisasi. 
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CHAPTER 1 

 

 

 

 

INTRODUCTION 

 

INTRODUCTION 

 

 

1.1  Background of the Study  

  

 

 In today’s global economy most of the organizations are under constant 

pressure; facing a dynamic environment, rapid change in technologies and a high 

demand for new products and services. Any business and organization can 

understand the effects of globalization and knowledge growth in such lively business 

environment (Jung, Chow, & Wu, 2008). For moving through growth and survival, 

companies are trying to develop new and incomparable approaches to attract and 

save their customers. No matter if the organization is doing a business or providing a 

service, creativity and innovation can be a good solution to become more flexible 

while encountering business environment changes (Makri & Scandura, 2010).  

 

 

Innovation enables the organizations to look for the undercover advantages, 

not just from a cost viewpoint, but also as a means of increasing capabilities and 

competitiveness of the firm (Crum, 2006). New products, functions, logistics, and 

processes can be identified when innovation is at the center of organization. As 

innovation can play an effective role in economic growth and development, it needs 

to be foster both individually and in organizational level (Jung, Chow, & Wu, 2003). 
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Therefore, an increasing attention is placed on innovation and a growing 

number of researchers have been attracted to this topic in recent decades 

(Gumusluoglu & Ilsev, 2006). Besides, scholars and practitioners have done so many 

efforts to identify the factors that can stimulate innovation individually and at the 

organizational level. During the time, researchers such as Mumford and Gustafson 

(1988), Oldham and Cummings (1996), Martins and Terblanche (2003), Judge, 

Fryxell, and Dooley (1997) and Jung et al. (2003), have identified some factors 

related to innovation such as leadership, creative work environment, job complexity, 

organizational culture, structure and climate for innovation. According to Jung et al. 

(2003: 582) of these factors, leadership has been identified as being one of the most 

important factor that can stimulate innovation. Amabile (1998), Mumford and 

Gustafson (1988) and Mumford (2002) also supported that leadership is an important 

determinant of innovation in the organization. According to Martins and Terblanche 

(2003) leaders try to make a natural and foundational framework that helps the 

organization and individuals to accept creativity and innovation as a basic cultural 

norm. Khan, Rehman, and Fatima (2009) believed that leaders can transform 

organization’s life by concentrating on organizational change with a powerful 

devotion.  

 

 

 However, previous studies emphasized that the traditional types of leadership 

cannot be useful any more in contend with current dynamic business environment 

(Jung et al., 2008). Among a wide range of research on leadership, transformational 

leadership style with its unique approach in motivating subordinates has gained more 

attention during the past decade. Theoretical and empirical studies have found that 

transformational leaders are more capable in supporting values and norms of 

followers and fostering organizational and personal changes (Jung et al., 2003). 

Gardner and Avolio (1998) mentioned that leaders with transformational style are 

more effective in stimulating and promoting innovation in organization. Jung et al. 

(2003) and Gumusluoglu and Ilsev (2009b) also confirm the positive effect of 

transformational leadership on innovation at both individual and organizational level. 

According to Jung et al. (2008: 582) although leadership has been identified as one 

of the most important factors affecting innovation yet few studies have empirically 

examined the link between this factor and innovation at the organizational level. 
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Despite considering a direct link between transformational leadership and 

organizational innovation, it is important to understand that in every organization so 

many factors may reinforce or fade this linkage. Thus, beside the need for more 

empirical research to support the theoretical propositions on the relationship of 

transformational leadership and organizational innovation, the inclusion of mediators 

or moderators as intervening variables on this link has yet to be examined 

comprehensively (Gumusluoglu & Ilsev, 2009a; Jaskyte, 2004; Jung et al., 2008; 

Khan et al., 2009; Makri & Scandura, 2010). As a result, this study elaborates the 

relationship of transformational leadership and organizational innovation with 

moderating effect of innovative behaviors on this relationship. Previous literature 

(Scott & Bruce, 1994; Tsai & Chen, 2010) indicated that innovative behaviors are 

highly related to both organizational innovation and transformational leadership. It 

has been argued that innovative behaviors are the basis of organizational change and 

fundamental to organizational innovation (Tsai & Tseng, 2010). Leadership is also 

associated to innovative behaviors directly and indirectly thorough a supportive 

organization for innovation (Scott & Bruce, 1994). Therefore, the moderating effect 

of innovative behaviors on the relationship of transformational leadership and 

organizational innovation is the main focus of this research. 

 

 

 

 

1.2 Problem Statement and Research Gap  

 

 

 Background of the study indicated that leading innovation is one of the most 

challenging aspects of organization’s life. Innovation is more complex than it looks 

and a unifying general theory did not merged on this issue. Studies on innovation 

came from different fields and emphasized on various dimensions, therefore findings 

of previous studies have been inconsistent on this topic (Damanpour, 1996; Read, 

2000; Wolfe, 1994). In addition much of the early literature on innovation has been 

conducted at individual level and focused on the adoption of new ideas and practices 

by individuals rather than organizations (Hage, 1998; Slappendel, 1996). 
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Recently, organizational innovation has been receiving extensive attention 

and characteristics of organizational innovation have been studied in various 

researches (Shyu, Chi, Chiu, & Cheng, 2006). However due to the vastly different 

conclusions obtained from these studies a general lack of conceptual clarity can be 

seen which barred a unit definition and proper measurement of organizational 

innovation (Chuang, Liu, Tsai, & Huang, 2010). Although many definitions are 

available for organizational innovation, but the only common theme which all the 

researchers have been agreed upon, is the importance of change and newness in 

defining innovation (Read, 2000). Current literature on organizational innovation 

suffers from dissimilarity of results (Chuang et al., 2010). Based on the previous 

studies, conducting research on this topic and elaborating the context of 

organizational innovation in future studies would be beneficial and favorable 

(Chuang et al., 2010; Damanpour, 1991; Read, 2000; Wolfe, 1994).  

 

 

Over the past years, studying the antecedents of organizational innovation 

was one of the main streams of research in this area. Research on organizational 

innovation antecedents attempts to identify the factors that enhance and facilitate 

organizational innovation. Organization’s characteristics, behaviours of 

organizational members, and extra-organizational factors were identified as three 

main antecedents of organizational innovation (Obenchain, 2002). Among the three 

categories of organizational innovation antecedents, behaviours and characteristics of 

organizational members had been one of the extensive standing research areas in the 

field of organizational innovation (Rogers, 2005). As a result, some researchers 

investigated the importance of leadership in relation with organizational innovation 

and identified related factors such as leader’s behaviors or characteristics that 

significantly affect organizational innovation (Gumusluoglu & Ilsev, 2009b; Jung et 

al., 2003; Makri & Scandura, 2010; Shin, 1996). Previous studies revealed that 

leadership with its dominant role in the organization is one of the key factors that 

affect organizational innovation (Jung et al., 2008).  

 

 

In spite of agreement on the importance of leadership for innovation, 

previous studies in the field of innovation and leadership are not sufficiently 
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benefited by each other and mostly studied in separate areas (Imran & Anis-ul-

Haque, 2011). Thus, more systematic understanding of the relationship between 

leadership and innovation is not only timely but even essential (Basu & Green, 1997; 

Jong & Hartog, 2007; Oke, Munshi, & Walumbwa, 2009). Furthermore, beside the 

importance of leadership for organizational innovation, the paramount importance is 

having the right type of leadership to effectively drive innovation in the organization 

(Oke et al., 2009). Over the past few years, some research findings have presented 

the positive influence of particular leadership styles on innovation in the organization 

(e.g. supportive leadership (Oldham & Cummings, 1996), participative and 

democratic leadership (Tierney, Farmer, & Graen, 1999)).  

 

 

 While these studies have provided valuable findings and insights, a set of 

adoptive leadership behaviors labeled “transformational” held to be more effective in 

enhancing organizational innovation than other leadership styles (Bass & Riggio, 

2006; Gumusluoglu & Ilsev, 2009a; Hsiao, Chang, & Tu, 2009; Jung et al., 2003, 

2008; Sarros, Cooper, & Santora, 2008). It has been argued that transformational 

leadership can promotes and fosters innovation through focusing on change and 

seems to be more effective in creating innovative behaviors (Pieterse, van 

Knippenberg, Schippers, & Stam, 2010). Transformational leadership goes beyond 

the agreements through involving the followers’ values, linking the identities of 

followers to organizational identity and increasing the intrinsic motivation in order to 

achieve a desired performance. Although transformational leadership is reasonably 

expected to have a positive influence on enhancing organizational innovation, more 

comprehensive research is still required on elaborating the nature of this link 

(García-Morales, Matías-Reche, & Hurtado-Torres, 2008; Gumusluoglu & Ilsev, 

2009a; Hsiao et al., 2009; Jung et al., 2008; Makri & Scandura, 2010; Mumford, 

2002). 

 

 

Along with development of transformational leadership theory, several 

authors (Bass, 1985; Kouzes & Posner, 1987; Podsakoff, MacKenzie, Moorman, & 

Fetter, 1990) tried to conceptualize this leadership style by determining different 

components and behaviors with relative measurement instrument. Results of research 
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on the association of different transformational leadership components with 

organizational innovation are inconclusive (Aragón-Correa, García-Morales, & 

Cordón-Pozo, 2007; Jaskyte, 2004; Jung et al., 2008). This study focus on particular 

components of transformational leadership model developed by (Bass, 1985) which 

includes five key components i.e. idealized influence, attributed charisma, 

inspirational motivation, intellectual stimulation, and individualized consideration.   

 

 

Despite being held to be a key driver of innovation at the organizational level, 

transformational leadership’s effects have mostly been studied at the levels of 

individual employees or organizational subunits (Jung et al., 2008). The problem 

with such a focus is that, unless the innovative behaviors and individuals’ production 

and subunits are consonant to produce organizational-level outcomes, the 

organization as a whole still is left without a proper response to the challenges of a 

competitive market environment. Therefore extending a research to this level of 

analysis has a good contribution to knowledge (Jung et al., 2008). 

 

 

In spite of the direct relationship between transformational leadership and 

organizational innovation, several factors may influence this link. It is necessary to 

measure the influence of transformational leadership on organizational innovation in 

an organizational and environmental context rather than analyzing bivariate 

relationship in isolation (Jung et al., 2003). Previous studies suggested that it is 

favorable to investigate the moderating or mediating role of other variables in this 

relationship (Hsiao & Chang, 2011). They emphasized on examining the external or 

internal organizational attributes that may interact with transformational leadership 

behaviors in affecting organizational innovation (Jung et al., 2003). Therefore this 

study bridge the existing gap by elaborating the relationship of transformational 

leadership and organizational innovation while examining the moderating effect of 

innovative behaviors on this relationship.  

 

 

Organizational innovation, transformational leadership and innovative 

behaviours seem to be related to each other. Innovative behaviors were suggested as 
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an important factor that influence leadership and innovation in the organization 

(Henseler & Chin, 2010). According to Oke et al. (2009) the effect of 

transformational leadership on innovation will be moderated by organizational 

contexts that encourage innovative behaviors and support innovative culture. In line 

with Martins and Martins (2002) three innovative behaviors including idea 

generating, risk taking and decision-making were adopted for this research as 

moderating variables. Thus the influence of interaction effect between these variables 

and transformational leadership will be examined on organizational innovation. The 

moderating effects of aforementioned innovative behaviors have been not considered 

on the relationship of transformational leadership and organizational innovation by 

previous studies (Oke et al., 2009).  

 

 

Review of literature indicated that support for innovative behaviours as an 

innovation climate in the organization received only limited attention as a moderator 

(Gumusluoglu & Ilsev, 2009a). In the other word, innovative behaviors as a 

supportive internal climate is mostly seen by the members of an organization and 

individuals as a direct and mediating force, rather than as an organization-wide 

contextual factor. It is has been found that there is a lack of studies which evaluate 

the moderating role of this factor as representing more of a context within the 

organization (Scott & Bruce, 1994). Oke et al. (2009) claimed that the effect of 

transformational leadership on organizational innovation might be moderated by 

certain organizational context that includes innovative behaviors. As recommended 

by Oke et al. (2009) this study bridged the existing gap by measuring the moderating 

role of innovative behaviors which interacts with leadership to influence 

organizational innovation. According to Martins and Martins (2002: 64) measuring 

the influence of these behaviors on innovation is a possibility for future research and 

would be a step in the direction of providing empirical support to their conceptual 

framework. 

 

 

Therefore this topic is important because in today's global economy, firms are 

under constant pressure to innovate their products and services (Jung et al., 2008). 

Numerous studies have sought to identify factors that can stimulate innovation in the 
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organization.  Among these myriad factors, managers' leadership behaviour has been 

identified as being one of the most important factors affecting innovation (Amabile, 

1998; Jung & Yammarino, 2001; Mumford, Scott, Gaddis, & Strange, 2002). 

However research in the area of leader influence on innovation has been scarce 

(Hsiao & Chang, 2011; Makri & Scandura, 2010).   

 

 

“Being held to be a key driver of innovation at the organizational level, 

transformational leadership’s effects have mostly been studied at the levels of 

individual employees or organizational subunits” (Jung et al., 2008: 582). Therefore 

extending a research to this level of analysis has a good contribution to knowledge 

(Jong & Hartog, 2007). Although the constructs of transformational leadership could 

be found in the works of other leadership theorists, but still Bass’ (1985) 

transformational leadership theory is considered to have apprehended many 

leadership scholars’ attentions more than twenty years (Muenjohn & Armstrong, 

2008). However the  association of Bass’s (1985) transformational leadership 

components with organizational innovation is not clarified in previous studies (Jung 

et al., 2003). 

 

 

While considering a direct link between transformational leadership and 

organizational innovation, it is important to understand that in every organization so 

many factors may reinforce or fade this linkage. Thus, the inclusion of moderators as 

intervening variables on this link has yet to be examined comprehensively 

(Gumusluoglu & Ilsev, 2009a; Jaskyte, 2004; Jung et al., 2008; Khan et al., 2009; 

Makri & Scandura, 2010). Therefore this research introduces three innovative 

behaviors, which may interact with transformational leadership in affecting 

organizational innovation. It has been argued that innovative behaviors are the basis 

of organizational change and fundamental to organizational innovation (Tsai & 

Tseng, 2010) and it will be a good trend for the future studies to measure the 

interaction effect of this factor with leadership in the organization.  
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Although this study aims to fill up these theoretical gaps, according to our 

knowledge it is the first research looking for the relationship of transformational 

leadership and organizational innovation in Iran as a developing country and 

attempts to fill some practical gaps in this area. In most of developing countries, 

innovation is not a priority and generally neglected by organizations (Gumusluoglu 

& Ilsev, 2009b). Dissimilar to other developing countries with a middle income, Iran 

still has a natural resource-based economy (United Nations, 2005). Due to the 

importance of export in the world market, growing demand and limited natural 

resources, diversification through innovation is inevitable. Comparison with similar 

countries with nearly same technological competencies, Iran's economy depends on 

the primary sector. As United Nations reports (2005) indoor manufacturing industry 

works through licensing of technology from foreign countries and sometimes 

through reverse engineering. Products usually have low quality and high costs and 

are sold in protected domestic market. “The absence of enterprises that base their 

innovation strategies on conditions of demand and competition, makes it difficult to 

derive larger economic benefits from innovation in Iran” (United Nations, 2005: 2).  

 

 

The large benefit of organizational innovation that is not currently realizing in 

Iran includes so many opportunities for emergence of enterprises, commercializing 

new products and developing new entrepreneurs. While competition is an important 

cause of innovation, based on the United Nations’ report (2005) there is a lack of 

effective competition in Iran’s vast majority of industries. This is an obstacle for 

motivation of firms to innovate and generate new ideas and products.  

 

 

Institute of Innovation and Information Productivity (IIIP) measured two 

indexes namely organizational innovation confidence (OIC) and consumer 

innovation confidence (CIC) among 20 countries and found that the score varies 

widely across economies. Organizational innovation confidence (OIC) captures three 

dimensions of innovation confidence: organization’s willingness to buy new products 

or services, willingness to try products or services that involve new technology, and 

the belief that new products or services will improve working life. Each dimension is 

measured using a five point Likert scale and then combined into an index at the 
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national level (Levie, 2010). As indicated in Table 1.1 the OIC score in Iran is 55 

which is lower than CIC and supports the lack of organizational innovation and 

organization’s willingness to innovate in Iran. 

 

 

Table 

Nation  2009 IIIP Consumer 

Innovation Confidence 

Index score  

2009 IIIP Organizational 

Innovation Confidence 

Index score   

United Arab Emirates 75 70 

Peru  74 76 

Chile  69 74 

Uruguay  67 72 

Brazil  68 73 

Spain  66 67 

Iran  67 55 

Ecuador  61 48 

Denmark  59 61 

United States  59 56 

China  61 54 

Iceland  50 46 

Belgium  49 53 

Shen Zhen  48 46 

United Kingdom  42 53 

Switzerland  41 45 

Slovenia  40 42 

Croatia  34 41 

Korea Republic  37 35 

Hong Kong SAR  33 28 

Source: (Levie, 2010: 18) 

 

1.1: The IIIP innovation indexes 



11 

 

Based on the aforementioned theoretical and practical gaps, this study 

investigates the relationship between transformational leadership and organizational 

innovation with moderating effect of innovative behaviors in Iran as a developing 

country. This may extend our understanding of organizational innovation and 

leadership effects in countries that share similar structures, conditions, and 

institutions with Iran. 

 

 

Organizational innovation, transformational leadership and innovative 

behaviors are highly related to each other. The stimulation of organizational 

innovation is highly depended on an organization that encourages innovation (Tsai & 

Tseng, 2010). Also it has been discussed that leadership is associated to innovative 

behaviors directly through individual employees and indirectly thorough a climate 

for innovation (Scott & Bruce, 1994). This study looks for the impact of innovative 

behaviors at the organizational level rather than individual employees. Therefore the 

indirect (moderating) effect of innovative behaviors is the main focus of this 

research. This can be explained by an orientation toward innovative change, pursuing 

new ideas and the perception of a supportive organization for innovation (Scott & 

Bruce, 1994).   

 

 

 

 

1.3 Research Questions 

 

 

Based on the background of the study and research gaps, this study will 

answer the following research questions: 

 

RQ1: What is the relationship between transformational leadership and 

organizational innovation? 

RQ2: What is the relationship between transformational leadership components 

(i.e. idealized influence, attributed charisma, inspirational motivation, intellectual 

stimulation, and individualized consideration) and organizational innovation? 
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RQ3: Do innovative behaviors moderate the relationship between 

transformational leadership and organizational innovation? 

RQ4: Does idea generating moderates the relationship between transformational 

leadership and organizational innovation? 

RQ5: Does risk taking moderates the relationship between transformational 

leadership and organizational innovation? 

RQ6: Does decision-making moderates the relationship between transformational 

leadership and organizational innovation? 

 

 

In order to answer the research questions, a number of objectives were identified. 

 

 

 

 

1.4 Research Objectives 

 

 

The purpose of this study is to elaborate the link between transformational 

leadership and organizational innovation, while investigating the relationship of 

particular components of transformational leadership with organizational innovation.  

Besides, the moderating effect of innovative behaviors including idea generating, 

risk taking and decision-making will be examined on the relationship of 

transformational leadership and organizational innovation. For this purpose the 

following objectives were defined to be achieved:  

 

1. To measure the relationship between transformational leadership and 

organizational innovation 

 

2. To identify the relationship between transformational leadership components 

(i.e. idealized influence, attributed charisma, inspirational motivation, 

intellectual stimulation, and individualized consideration) and organizational 

innovation 
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3. To measure the moderating effect innovative behaviors  on the relationship 

between transformational leadership and organizational innovation 

 

4. To measure the moderating effect of idea generating, risk taking and 

decision-making (i.e. innovative behaviors) on the relationship between 

transformational leadership and organizational innovation 

 

 

 

 

1.5 Significance and Contribution of the Study  

 

 

 This study has theoretical, practical and methodological contributions to the 

literature. First of all this research contributes to the body of knowledge by 

investigating the relationship between transformational leadership and organizational 

innovation. Although several studies exist on transformational leadership and various 

researches are available on organizational innovation but research appeared to be 

limited empirically concerning the relationship of these two constructs (García-

Morales et al., 2008; Gumusluoglu & Ilsev, 2009a; Hsiao et al., 2009; Jung et al., 

2008; Makri & Scandura, 2010; Mumford, 2002). 

 

 

Furthermore this research is significant due to developing its own conceptual 

framework by introducing three innovative behaviors as moderating variables. 

Previous studies suggested that it is favorable to investigate the moderating or 

mediating role of other variables in this relationship (Hsiao & Chang, 2011). Hence 

this study contributes to the body of knowledge by exploring the moderating effects 

of innovative behaviors and its components (idea generating, risk taking and 

decision-making) on the relationship between transformational leadership and 

organizational innovation in a real organizational context. 
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Moreover, based on the research gaps, most of the studies associating 

transformational leadership with organizational innovation had been done at the 

individual level or organizational subunits (Mumford et al., 2002). So the company 

as a whole still could be left without effective responses to the challenges of 

competitive business environment (Jung et al., 2008). Therefore extending this 

research to the organizational level of analysis has a good contribution to the 

literature.  

 

 

In this research, more attention was devoted to refine and expand the 

measurement of organizational innovation. previous studies mostly used R&D 

expenditures to measure organizational innovation whereas this approach only 

reflects the tendency of organizations to support innovation (Jung et al., 2008; Makri 

& Scandura, 2010). This study employed a criterion specifically established for 

developing countries to measure organizational innovation more comprehensively 

(Gumusluoglu & Ilsev, 2009a). In this regard organizational innovation was defined 

with a market-oriented approach and measured based the organization’s success in 

generating innovative outcomes as well as the tendency to support innovation.  

 

 

Further advance over prior studies is that in spite of difficulties and 

complexities of research at the organizational level, in this study a larger number of 

companies were used for sourcing data. This will permits more powerful hypothesis 

testing in this level of analysis. Additionally as different employees may have 

different perceptions from their superior’s leadership style (Jung et al., 2003), having 

more than one respondent for each variable in every organization is another 

significance of this research.  

 

 

As practical contribution, this study proposes to search the relationship of 

transformational leadership and organizational innovation in Iran as a developing 

country from an organizational perspective. None to our knowledge has been 

conducted before, so the findings of this research may contribute to the ongoing 

knowledge in this area. In addition, the validity and reliability of leadership theories 
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and instruments across countries with different cultures creates a strong case for 

investigating the existing transformational leadership models outside the Western 

context. Therefore, this study examines Bass’s transformational leadership model in 

Iran as perceived by low and middle level managers. 

 

 

 

 

1.6 Scope of the Study 

 

 

Considering innovation as a competitive advantage of the organization and 

the importance of transformational leadership in deriving organizational innovation, 

the concept of transformational leadership can be introduced to organizational 

leaders as a means of stimulating innovation in the organization. Based on the 

findings of United Nations (2005) Iran’s vast majority of industries suffers from a 

lack of effective competition in which has been lead to less organizational 

innovation, low quality products with high costs and a protected domestic market for 

sale. On the other hand the score of organizational innovation confidence in Iran 

(Levie, 2010) indicates a high demand for innovation in the organizations. This 

suggests that it is necessary to stimulate organizational innovation in Iran in order to 

respond organization’s demand for innovation and compete in global market. 

Therefore Iranian organizations were considered as the scope of this study and 

managers from top Iranian companies were selected as respondents. According to 

our knowledge there has been no study of the relationship between transformational 

leadership and organizational innovation with moderating effect of innovative 

behaviors in this scope.       
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1.7 Operational Definition of Variables  

 

 

Organizational innovation: “Organizational innovation is the tendency of the 

organization to develop new or improved products/services and its success in 

bringing those products/services to the market” (Gumusluoglu & Ilsev, 2009a). In 

this regard, organizational innovation is operationalized by evaluating, (1) coefficient 

of innovativeness tendency, (2) success of product innovation, (3) product/service 

novelty, competitiveness and the newness of technology that has been used in the 

organization. 

 

 

Transformational leadership: “Transformational leadership is an adoptive 

leadership style with five key components which includes idealized influence, 

attributed charisma, inspirational motivation, intellectual stimulation, and 

individualized consideration” (Bass, 1985). This study measured the extent of 

transformational leadership using Multifactor Leadership Questionnaire (MLQ-5X 

Rater Form) developed by Bass and Avolio (1997). 

 

 

 Idealized influence: “Idealized influence is the leaders’ behaviors that allow 

them to serve as role models for their followers” (Bass & Riggio, 2006).  

 

 

 Attributed charisma: “Attributed charisma is the elements that are attributed 

to the leaders by followers and other associates and allow them to serve as role 

models for their followers” (Bass & Riggio, 2006).  

 

 

 Inspirational motivation: “Inspirational motivation is the leaders’ behaviors 

that motivate and inspire those around them by providing challenge and meaning to 

their followers’ work” (Bass & Riggio, 2006).  
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 Intellectual stimulation: “Intellectual stimulation is the leaders’ behaviors 

that stimulate their followers’ effort to be innovative and creative by questioning 

assumptions, reframing problems, and approaching old situations in new ways” 

(Bass & Riggio, 2006). 

 

   

 Individualized consideration: “Individualized consideration is the leaders’ 

special attention to each individual follower’s needs for achievement and growth by 

acting as a coach or mentor” (Bass & Riggio, 2006). 

 

 

 Innovative behaviors: “Innovative behaviors are values and norms that 

encourage innovation and manifest themselves in specific behavioral forms to 

promote or inhibit creativity and innovation. Innovative behaviors include three 

behaviors i.e. idea generating, risk taking and decision-making, that encourage 

innovation when they are accepted as a cultural norm in the organization” (Martins & 

Martins, 2002). These behaviors are measured by evaluating the employees’ 

perception of the extent to which innovation is encouraged and supported in their 

organization. 

 

 

 Idea generating: “Idea generating involves aspects such as encouragement to 

generate ideas, management’s giving credit for ideas, encouragement to take 

initiatives and to find new ways of solving problems” (Martins & Martins, 2002).  

 

 

 Risk taking: “Risk taking and experimenting are the tendency to engage in 

behaviors that might be harmful potentially but provide the opportunity of positive 

outcomes” (Martins & Martins, 2002).     

 

 

 Decision-making: “Decision-making is defined as the degree to which 

employees have freedom and authority to participate in solving problems and making 

decisions” (Martins & Martins, 2002).   
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1.8 Outline of the Thesis 

 

 

  This thesis has been organized in five chapters. Chapter 1 presents the 

background of the study and discusses the importance of transformational leadership 

in stimulating organizational innovation. The relationship of transformational 

leadership, organizational innovation and innovative behaviors were briefly 

addressed and research objectives, significance and scope of the study were 

identified. Chapter 2 includes a review of literature on transformational leadership, 

organizational innovation and innovative behaviors to develop conceptual framework 

of the study based on the research gaps. Chapter 3 introduces the research 

methodology which includes the research design, data collection and data analysis 

procedure. Chapter 4 illustrates data analysis and quantitative results. Finally, chapter 

5 summarizes the research findings and discusses the relevancy of findings to the 

literature. This chapter includes the conclusion and makes recommendation for future 

research. 
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