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ABSTRACT:
Purpose.- This paper studies the possible mediating mechanisms (HRM, learning and
innovation) that could exist in the relationship between transformational leadership and
organizational performance. This topic has been studied only by a few group of researches
and these researchers have not analysed all these concepts jointly.
Design/Methodology/Approach.- This research explores these relationships using Partial
Least Squares with data of 200 Spanish industrial companies. Analysing the mentioned
relationships in the Spanish context has been done by few researchers before.
Findings.- The study reveals that the adoption of transformational leadership styles improve
performance when specific systems of HRM practices, learning and innovation are developed
in an organization.
Originality/Value.- This study, therefore, contributes to the understanding of the link
between transformational leaders and performance by proposing a model in which it is
evinced that this leadership style produce synergies between HRM, learning and innovation,

affecting as a last resort performance.
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1. Introduction

Transformational leadership can be described as a style of leadership that promotes the
collective interest of employees, helping them to get collective goals (Garcia-Morales et al.,
2012). Moreover, transformational leaders inspire their followers, enhancing employees’
knowledge and learning to get them to be innovative in problem-solving tools (Garcia-
Morales et al., 2012). Transformational leaders dispose of charisma, intellectual stimulation
and inspire their employees, enhance communication, trust and the sharing of knowledge
(Senge, 1990, Bass and Avolio, 2000). These leaders are key in stimulating a climate that
encourage organizational learning (Narver and Slater, 1990).

That is why this leadership style is awaited to promote higher performance than other
leadership styles, such as the transactional or the laissez-faire ones (Bass and Avolio, 2000).
Although evidence demonstrates that transformational managers have influence over
performance, it becomes of special interest through which processes this fact occurs (Garcia-
Morales et al., 2008). In this sense, although several studies have analysed the influence of
transformational leadership on performance through other variables, such as culture or
competitive strategies (Menguc et al., 2007), the existence of these kind of analyses is still
limited. In fact, authors such as Garcia-Morales et al. (2008) or Garcia-Morales et al. (2012)
advocate that research could investigate other concepts that mediate in the relationship
between transformational leadership and performance.

However, this relationship between transformational leadership and organizational
performance is even more important in today environments, where companies must be
innovative in order to achieve competitive advantages that enable them to increase their
results (Aragon-Correa et al., 2007, Donate and Sanchez de Pablo, 2015). In this case,
managers must be able to influence their employees to become involved in innovation
processes, acquiring new knowledge that allows companies to launch new products to the
market (Andriopoulos and Lewis, 2010). In this regard, transformational leadership and

human resources practices have been considered by recent literature as triggers for improving



learning competences and innovation (Afacan Findikli et al., 2015). Besides, Gumusluoglu
and llsev (2009) affirm that the processes that mediate in the relationship between
transformational leadership and innovation should be examined. As well, Heffernan et al.
(2016) point out there is a need of research concerning the variables that mediate between
human resources practices systems and performance.

Moreover, authors highlight the crucial role of knowledge management in enabling
companies to obtain information from their environments and their stakeholders and
transform it into knowledge. Consequently, in order to innovate, companies need to create
new and different learning knowledge for developing innovative products, services, or new
methods of production. This learning could be split into two learning capabilities:
exploitation and exploration (Alpkan et al., 2012). Exploitation implies the refinement of
current organizational process, using current competences in order to be more efficient,
improve production procedures and look for relatively certain benefits. However, exploration
focuses on the research and development of new competences for discovering of new
possibilities, varying product lines and attaining an uncertain outcome. Thus, it becomes
essential not only to exploit the existing products or services, but also to explore the chances
to carry out new ones.

Furthermore, the relationship between learning and innovation is complex and should be
broadly studied under other perspectives. Thus, in order to fill the literature gaps that have
been introduced, the impact of transformational leadership on performance is examined, by
using the mediating practices of human resources management (HRM), learning and
innovation.

Concretely, this research takes into account the gaps reflected by previous literature and
carry out four important contributions. First, this study contributes to the understanding that
transformational leadership enhances a system composed by a series of practices regarding
human resources that mediate the relationship between learning capabilities and performance,

through incremental and radical innovation. Second, these results show that learning



capabilities promote product innovations. Finally, the paper suggests that learning and
innovation mediate the relationship between HRM and performance.

Finally, few empirical studies have partially analysed these relationships in the Spanish
industry (Aragon-Correa et al., 2007, Garcia-Morales et al., 2012). Therefore, it seems to be a
definite need for conducting an empirical link between transformational leadership and
organizational performance, taking into account the probable mediation of HRM, learning
and innovation.

The paper is organized as follows. In the next section, a literature review as a base for this
study is developed, together with the hypotheses statement. Afterwards, the methodology part
is explained. Finally, the results are discussed, followed by the limitations of the study and

suggestions for future research lines.

2. Theoretical framework

2.1. LHRM practices system and organizational learning

Organizational learning has become a dynamic research subject-matter, since it is seen as a
key strategic activity for companies’ growth and sustainability over time (Hung et al., 2011).
In this sense, one of the most broadly typologies used on learning studies is the classification
of March (1991), that differentiates between exploration and exploitation strategies. March
(1991) wrote that exploitation “includes such things as refinement, choice, production,
efficiency, selection, implementation, execution”. In contrast, exploration “includes things
captured by terms such as search, variation, risk taking, experimentation, play, flexibility,
discovery, innovation” (March, 1991).

Nevertheless, both types of learning strategies have been criticized in several ways. Thus,
exploration has not been considered to generate a deep knowledge in an organization
(Kyriakopoulos and Moorman, 2004). Besides, exploitation has been reprehended to bear the
impacts of obsolescence along time (Popadiuk, 2012). In fact, March (1991) argued that

every organization requires from both types of learning. Finally, both of them may constitute



in an organization what has been called ambidexterity. Ambidexterity can be defined as an
organization’s ability to achieve different goals at the same time, not only exploit current
competencies, but also explore new opportunities with balanced dexterity (Cingéz and
Akdogan, 2013).

In this line, exploratory and exploitative learning are sustained by HRM practices in order to
favour an ambidextrous strategy (Afacan Findikli et al., 2015). In this regard and in
accordance with Turner et al. (2013), intellectual resources at different levels (individual,
group or organization) promotes ambidexterity. Concretely, the HRM practices system
proposed in this paper is composed by the main HRM practices: selection, training,
performance appraisal and compensation, inspired on prior literature but not exactly the same,
such as the High Performance Work Systems (HPWS) analysed empirically by Huselid
(1995), and founded on the idea that HRM practices applied together promote learning and
innovation. The term LHRM has been included in this research since, although HPWS or
other similar terms are already utilized in literature, any of these proposed systems covers just
the four practices collected here developed in a concrete way, which is the key why this
specific system is proposed. The way these practices should be encouraged is explained
below and also by their items (see the Appendix section). It is also interesting that authors
such as Obeidat et al. (2016) have opted for an AMO framework model, where employee
performance may increase if three dimensions (ability, motivation, opportunity) are well-
developed: skill-enhancing HR practices (e.g. rigorous selection and extensive training),
motivation-enhancing HR practices (e.g. performance appraisal, compensation) and
opportunity-enhancing HR practices (e.g. job design, work teams, employee involvement).
However, for instance, Huselid (1995) makes reference to HPWS, referring to several
connected HR practices that may enhance employees’ and firm performance through
improving employees’ learning, motivation and innovation. Thus, it is suggested a LHRM
practices system that do not cover the opportunity-enhancing HR practices, understanding

they are a consequence of the two-dimensional framework presented (skill-enhancing and



motivation-enhancing practices), that could also be expressed by the enhancement of learning
and innovation in a company, as other researches have previously suggested with other
concepts. In fact, Ahmad and Allen (2015) in their research about high-performance HR
practices include between them for instance career breaks or the sharing with employees of
strategic information, what drives finally in their research to less absenteeism or quite rates.
In any case, what seems to be clear is that transformational leaders have potential to increase
employees’ perceptions through knowledge management processes and by enhancing
communication processes.

In this regard, one factor that is proposed to influence the existence of these practices may be
personnel selection. Concretely, the selection processes should be carried out through a
variety of methods to identify the knowledge and skills of the potential employees that are
aligned with the organizational philosophy (Ahmad and Schroeder, 2002). Following these
authors, teamwork, problem-solving aptitudes, enterprise and the search of improvement
should be highly considered in selection processes. Specifically, Wang and Noe (2010)
argued that selection and performance appraisal processes trigger an original knowledge in
employees that may lead to explorative consecutions.

Likewise, organizations should promote managers to enhance their abilities and
competences through continuous learning and training needed for specific jobs. Concerning
training, an extensive training contributes to enhance knowledge capabilities, abilities and
skills of employees (Barba-Aragén et al., 2014), favouring decisions making as well as
liability assumptions in their work. Similarly, Felstead et al. (2010) affirmed that the
achievement of exploration competences is due partly to employees’ training. This is due
partly to a high autonomy level, to a raised task identity (Felstead et al., 2010), as well as to
the fact that these employees present self-control and diligence. In this line, these authors
argued that more training carries more skills’ enhancement, what can be a trigger of
improving their works by involving employees in decision-making processes.

Thirdly, in regard with performance appraisal, Soltani et al. (2003) concluded that formal



performance appraisals should be made frequently, at least one a year, and their results could
be used subsequently for training planning and career development. Moreover, Afacan
Findikl1 et al. (2015) suggest that performance appraisals based on organization or teamwork
performance lead to a higher level of exploitation on behalf of employees. Additionally,
several authors, such as Felstead et al. (2010) concluded that learning competences are
promoted when employees take part in planning and checking the quality of their works, such
as with the implementation of performance appraisals systems.

Finally, compensation has been revealed to dispose of a strong influence on job
satisfaction, motivation and turnover intention (Pooja et al., 2013). In this regard, to use
compensation packages that reward employees’ efforts, as well as benefits participation (Po-
Chien and Shyh-Jer, 2011) may achieve that employees feel that their efforts are rewarded
and, as a consequence, feel more identified with their organization, being motivated to learn
continuously.

Therefore, several HRM practices, such as selection, training, performance appraisal and
compensation practices, could foster several employees’ behaviours that encourage learning
Thus, this LHRM system of practices will foster both exploration and exploitation. Therefore,
the following hypotheses could be put forward:

Hia: LHRM has a positive influence on exploitation.

H,,: LHRM has a positive influence on exploration.

2.2. Learning and incremental and radical innovation
A considered body of academic contributions linking learning to innovation has been
published (Afacan Findikli et al., 2015), since many scholars consider that knowledge is the
pillar of innovations success (Donate and Sanchez de Pablo, 2015). For example, Garcia-
Morales et al. (2012) affirm that when innovation gets a deep level, the learning requested for
it is greater.

Notwithstanding, Garcia-Morales et al. (2012) or Jiménez-Jiménez and Sanz-Valle (2011)



examine the relationship between organizational learning and innovation in a general way,
without concreting the types of innovation neither the learning competences. Consequently,
deeper research separating the types of learning competences and innovation is needed. As a
matter of fact, along history, several types of product innovation have been defined, arriving
finally to the nowadays more accepted classification of innovation, dividing it into
“incremental innovation” and “radical innovation” respectively (Lu and Chen, 2010). On one
hand, incremental innovation is the innovation in which companies utilizes their current
resources and capabilities to offer enhancements in the targeted field (Tontini and Picolo,
2014). Its main peculiarity is the fact that it enables continued and perpetual growth with a
low risk. On the other hand, radical innovation refers to the innovations that rupture with
firms’ current practices and knowledge, offering completely new outputs (Baker et al., 2014).

Thus, innovation is also expected to be developed by both exploitation and exploration
knowledge in an organization (Popadiuk, 2012). By definition, and following Popadiuk
(2012), incremental innovations are related to exploitation, designed on the basis of the
existing knowledge in an organization. That is, exploitation tries to adapt existing
technologies with the needs and preferences of customers (Cing6z and Akdogan, 2013).
Therefore, a responsive orientation is required, due to the fact that incremental innovations
are identified with the understood and satisfaction of the expressed needs of customers
(Alpkan et al., 2012). In this sense, firms with a strong skill-base are thought to be more
flexible, responsive and open to challenges, and in consequence, more opened to embrace
innovation (D'Este et al., 2014). In fact, Santangelo and Pini (2011) suggest a positive
relationship between employees’ abilities and continuous learning and improvements in
existing products and processes.

Furthermore, this kind of orientation provides incremental innovations, since adaptations
or incremental changes into products and services are developed, with the aim of satisfying
the existing customers’ needs and preferences (Alpkan et al., 2012). Thus:

H2a: Exploitation is positively related to incremental innovation.



In contrast with incremental innovation, radical innovation is related to exploration, due to
the fact that exploration is linked to risk taking, search, experimentation and discovery
(Cing6z and Akdogan, 2013). This, in turn, requires the exploration of different technology,
since companies are no longer able to carry out radical innovation based solely on their own
knowledge. In this sense, the development of new technologies is essential for exploration,
taking into account that flexibility and experimentation are very important for this
development (Cingdz and Akdogan, 2013). Thereby, a proactive orientation is needed, since
radical innovations attempt to discover and satisfy latent or emerging needs of customers

(Alpkan et al., 2012).

In this regard, according to D'Este et al. (2014), high-skilled employees are expected to be
equipped with professional capabilities and competences that contribute to develop new ways
to create products or services, independently from other barriers to innovation that could
emerge, such as financial constraints or market uncertainties. Related to this, investments in
skills of employees complement innovation and its results. In fact, HR function should
encourage a continuous flow of competences within and out of the organization, trying to
develop new competences for job positions and developing new abilities that expand a
learning attitude inside the organization (Wallo et al., 2016). Thus, exploration provides
knowledge that is useful for completely new products and services, that is, radical changes
(Alpkan et al., 2012). These ideas have not received much empirical attention until recently.
Consequently, it is proposed that:

H,,: Exploration is positively related to radical innovation.

2.3. Innovation and performance
Innovation has been considered as one of the most important determinants of firm
performance (McKinley et al., 2014). Nevertheless, the connection between innovation and
performance has not been tested sufficiently. There are some researches that confirm
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theoretically the link between innovation and learning, such as the one of Zahra et al. (2000).
Moreover, there are empirical studies that sustain this relationship, such as the one of Garcia-
Morales et al. (2012).

Notwithstanding, according to Arnold et al. (2011), when the goal is the acquisition of new
clients, radical innovations must be encouraged, while when the organization wants to be
focused on the retention of its clients, continuous improvement activities related to products
are more convenient, that is, incremental innovation. However, following Shahin et al.
(2017), both types of innovation may increase performance; the first one through the
acquisition of new technological knowledge; the second one through the repetition of existing
abilities and technology. In this line, Luca and Atuahene-Gima (2007) suggest that, e.g., a
depth knowledge of existing and new markets provide firms with incremental and radical
innovation that promote firm’s performance.

Specifically, radical innovations imply that an organization is the first to adopt an innovation
and, as a consequence of this fact, create isolation mechanisms, which provide organizations
with higher benefits and incomes. At the same time, imitations are more difficult to carry out,
enabling organizations to maintain competitive advantages and increase performance (Garcia-
Morales et al., 2012). In this regard, organizational learning capabilities, such as exploration,
has a significant impact on radical innovation, what, in turn, has a strong association with
firm performance (Murat Ar and Baki, 2011).

Anyway, both types are important triggers to enhance proper performance by means of
innovative ideas and actions. In fact, firms that carry out both incremental and radical
innovations, are provided with better results (Tontini and Picolo, 2014, Baker et al., 2014).
Specifically, several studies have examined the relationship between incremental innovations
and performance, concluding that this type of innovation influences positively customers’
satisfaction. Others have analysed how radical innovations motivate stronger key results
(Baker et al., 2014).

As a consequence, the following hypotheses are proposed:
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Hza: Incremental innovation influences positively organizational performance.

Hab: Radical innovation influences positively organizational performance.

2.4. Leadership in learning organizations
Leadership implies to continuously motivate and encourage own people and act as a reference
model for behaviour and performance, demonstrating ability to adapt the course of the
organization in relation to an external environment that changes continuously (Menguc et al.,
2007). That is, leaders have to take their organizations into the future by implementing
strategies that lead them towards more favourable outcomes. Concretely, from the different
types of leadership that exist, transformational leadership strives to align the values and goals
of employees with those of the organization by influencing or altering their values, beliefs
and attitudes through internalization or identification (Menguc et al., 2007). That occurs due
to the fact that transformational leaders facilitate a clear division of responsibilities and
competences, in order to face external changes and improve performance (Garcia-Morales et
al., 2008).
In fact, Hoon Song et al. (2012) concluded that a transformational leadership, including in it
influence, motivation, intellectual stimulus and individualized consideration are necessary for
the attainment of a major performance, in which the creation and development of knowledge
act worthy.
That is, transformational leaders are characterized by a series of features, such as ambition,
motivation, honesty, integrity, business knowledge, self-confidence, cognitive abilities and
charisma, which influence behaviours in an organization (Calvo-Mora et al., 2014). Thereby,
this leadership style may stimulate organizational results, thanks to the commitment of these
leaders to learn, be adapted to the environment and initiate changes in the organization, by
creating synergies (Garcia-Morales et al., 2008).
This leadership is even more important in organizations that pursue learning targets. For

example, recent studies have attired attention to the fact that organizations are more and more
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attracted by programmes focused on learning how to increase transformational skills and
abilities in leaders (Goldman et al., 2013). For instance, and according to Menguc et al.
(2007), transformational leadership style allows organizations to learn through experience,
exploration and communication. In this sense, transformational leaders entail a deeper
acceptance of the mission and objectives of an organization, fostering teamwork and training
(Garcia-Morales et al., 2012). In this line, since several scholars have concluded that a
synergy among HRM practices is a key element in order to achieve competitive advantages in
an organization, it is key that leaders promote them. In fact, Vermeeren et al. (2014) conclude
that a stimulating and inspiring leadership style influences positively the implementation of
HR practices and the amount of them that will be used. These practices include
comprehensive selection processes, extensive training, incentives and performance appraisal
management. This system of practices, aligned with a transformational leadership style
followed by managers, may boost organizational performance (Lertxundi and Landeta, 2011)
through learning and innovation, due to the fact that transformational leaders try to appeal to
know-how and learning by creating an adequate climate among employees, as well as through
the intellectual stimulation and a personalized attention, generating creativity and stimulating
problem-solving decisions (Garcia-Morales et al., 2008).

For all these reasons, it could be expected that:

H,: LHRM mediates the relationship between transformational leadership and organizational

performance.

3. Methodology

3.1. Population and Sample
The population used in this study includes Spanish manufacturing organizations with 50 to
500 employees from the SABI (Iberian Balance Analysis System) database, which contains

the largest population of Spanish firms.
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The information was collected with a structured questionnaire via a webpage designed for
this purpose. In order to eliminate the possibility of bias, multiple informants from each
company were used, enhancing the validity of the research findings. The research focus was
directed to four managers at each company: quality, production, innovation and human
resource managers. The four managers answered the questions related to leadership and
performance, while the human resource one replied the inquiries allied to the LHRM system.
Meanwhile the innovation manager was in charge of answering the questions related to
learning competences and innovation. The answers to the surveys comprehend the response
of the managers to the surveys and, although this is partially a limitation, many studies have
also followed this proceeding (Abdul-Halim et al., 2016, Heffernan et al., 2016).
Nonetheless, it will be remarked as a limitation of the study in the Conclusions section of the
paper. 200 questionnaires were collected. The characteristics of the final sample are

summarized in Table 1.

Table 1: Sample Characteristics.

Activity Sectors Sales Volume (mill. €) ':rlr‘]?lt;egé’sf
Manufacture of textiles 4.98% <10 31.0% 55-99 45.0%
Manufacture of leather and related products 17.41% 10-50 43.5% 100 - 250 | 30.5%
Manufacture of paper and paper products 1.00% 50 - 100 14.0% 250-500 |24.5%
Printing and reproduction of recorded media 3.48% >100 11.5%
Manufacture of chemicals and chemical products 3.98%
Manufacture of basic pharmaceutical products and
pharmaceutical preparations 1.49%
Manufacture of rubber and plastic products 9.45%
Metal mechanic 19.40%
Manufacture of electrical equipment 4.48%
Manufacture of furniture 27.86%
Other manufacturing 6.47%

Total: 200 companies

3.2. Measures
The design of the questionnaire was based on the discussion of the literature. In the
research model, all variables correspond to first-order factors with multi-item scales using a

five-point Likert scale (1="Strongly disagree”; 5="Strongly agree”) for managerial
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perceptions.

Transformational leadership:

As defined before, transformational leaders make the collective goals transcend the
individual ones. In this sense, the features that define the transformational leadership are very
similar to the ones described by the EFQM Model (EFQM, 2013). Moreover, since Eskildsen
(1998) argues that the information estimated in the EFQM Model is appropriate in order to
develop measurement scales, 11 items for measuring all the enablers of the model were used.
These items (see Appendix) were extracted from the subcriteria that form the enabler
Leadership of the Model, being this construct processed as a reflective construct composed by
three second-order constructs (stakeholders, cooperation and improvements) (Bass and
Steidlmeier, 1999, Hallinger, 2003, Jung and Sosik, 2002) that were also processed as
reflective.

LHRM system of practices:

For this construct, 12 items (see Appendix) were selected from literature review based on the
works of several authors (Huselid, 1995, Bowen and Ostroff, 2004) for covering four HRM
areas: selection, training, performance appraisal and compensation. Each measure on HR
practices has been processed using four items for each one, improving so content validity, and
building four second-order constructs (one for each LHRM practice). Since this construct
may be considered as a whole, it was computed as reflective (the second-order constructs and

the first-order one).

Exploitation and exploration:

To measure these two constructs, 5 items for each one of the variables were used (see
Appendix). These items were collected from the study of Jansen et al. (2006). Both constructs
were considered as reflective, following the same methodology as the authors from whom

items were collected.
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Incremental and Radical innovations:

In this research, incremental and radical innovations were measured using 7 items for each
one of them (see Appendix). These items were collected from the study of Jansen et al.
(2006). Both constructs were considered as reflective, in accordance with Jansen et al.
(2006).

Organizational performance:

For the study of performance it has been applied the development of the different criteria
proposed by the EFQM Model to carry out its results’ evaluation (EFQM, 2013), since
Eskildsen (1998) concludes that the information estimated in the EFQM Model is appropriate
in order to develop measurement scales. With this idea, 4 items that make reference to
organizational results (Key results in EFQM) were used (see Appendix). It was computed as a
reflective construct, such us other studies have done (Santos-Vijande and Alvarez-Gonzélez,

2007, Bou-Llusar et al., 2009).

Control variable:

The age of the companies has been introduced as a control variable, meaning the number of

years from the creation of the firm.

4. Results

4.1. Validity and reliability

Partial Least Squares was employed to test the hypotheses, using SmartPLS 2.0. software.
PLS is a regression-based structural equation modelling (SEM) technique that does not make
assumptions about data distributions, employing a principal component-based estimation
approach (Chin, 1998). PLS was chosen to carry out this research, since this methodology
does not impose restrictions to the hypothesis model, simplifying the theory needed to work.

Moreover, PLS tries to maximize the prediction power in the causal relations of the model. It
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allows flexible departure hypotheses as well as the sample size. To sum up, PLS has been
employed for this study because of two principal reasons: first, the study is oriented to the
prediction of dependant variables and, second, the sample size is not big (200 organizations).
In this sense, Reinartz et al. (2009) affirms that PLS should be utilized when the number of
observations is below 250.

Several quality criteria studies were assessed (Table 2). Reliability of the measurement
scales was verified with Cronbachs’ Alpha coefficient, obtaining in all cases a value higher
than 0.7. Composite reliability ranged between 0.92 and 0.96, also exceeding threshold of 0.7.
An examination of the Average Variance Extracted (AVE) revealed that all constructs
exceeded the 0.50 cut-off (Fornell and Larcker, 1981). Next, the discriminant validity of the
measures was assessed. As Fornell and Larcker (1981) suggested, the AVE for each construct
was greater than the squared latent factor correlations between pairs of constructs (see Table
2). Consequently, all variables exhibited satisfactory discriminant validity. In summary, the

proposed model has good convergent validity, reliability and discriminant validity.

Table 2. Descriptive and correlations matrix.

Descriptive Correlations matrix
Mean SE CA CR AVE | 1 2 3 4 5 6 7
1 Transformational | 5 960 5797 0923 0936 0597 | 0.773
leadership
2 LHRM 3485 1.076 0.887 0907 0.555 | 0.395 0.745
3 Exploitation 3320 0640 0.892 0921 0.700 | 0.341 0.369 0.837
4 Exploration 3105 0783 0921 0941 0762 | 0360 0287 0432 0873
g Incremental 4194 0860 0932 0945 0712 [ 0291 0350 0438 0446 0.844
Innovation
Radical
6 . 3678 0963 0906 0926 0.642 | 0.260 0.259 0.347 0535 0.533 0.801
Innovation
7 Organizational | 5 919 5509 091 0972 0896 | 0476 0431 0385 0329 0416 0429 0.947
performance

Notes: Mean = the average score for all of the items included in this measure; SE = standard error; CA= Cronbach alpha; CR
= composite reliability; AVE = average variance extracted; N.A. = not applicable. The numbers in italics on the diagonal are
the square root of the average variance extracted. Off-diagonal elements are correlations among constructs.

4.2. Hypothesis testing
To test the hypotheses, SmartPLS with the bootstrapping resampling method was used.

PLS is insensitive to sample size considerations and handles both very small and very large
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samples more easily than does structural equation modelling (SEM). Furthermore, PLS
handles both reflective and formative constructs (Hair et al., 2006).

A bootstrap resampling procedure with 5000 subsamples was developed (Chin, 1998) and,
as shown in Table 3, the results illustrate that the direct hypothesized antecedents and

consequences are largely confirmed (see figure 1).

Table 3. Construct structural model: Direct effects.

Standardised Standard

Paths - T Statistics R?
coefficient Error

Transformational leadership — LHRM 0.395™" 0.077 5.154 0.156
LHRM — Exploitation 0.369™" 0.071 5.186 0.136
LHRM — Exploration 0.287™ 0.073 3.939 0.124
Exploitation — Incremental innovation 0.438™ 0.062 7.067 0.192
Exploration — Radical innovation 0.535™" 0.061 8.785 0.286
Incremental innovation — Org. performance 0.138" 0.071 1.946

Radical innovation — Org. performance 0.224™ 0.092 2.441 0.384
Transformational leadership — Org. performance 0.296™" 0.083 3.587 '
LHRM — Org. performance 0.207™ 0.067 3.095

Note: ***p<0.001 **p<0.01 *p<0.05

Figure 1: Results of the hypotheses testing.

Testing for Hia confirmed that the implementation of LHRM practices systems guidelines
has a direct and positive effect on exploitation ( = 0.369, p<.001). The results regarding this
hypothesis confirm that the implementation the human resources policies help to exploit the
organizational intrinsic skills, abilities and competences.

The hypothesis Hip is based on the relationship between a LHRM practices system and
exploration. The results show a positive relationship (B = 0.287, p<.001). In this case, the
ability of an organization to enhance jointly selection, training, performance appraisal and
compensation activities implies a major acquisition of new abilities, skills and competences
for an organization.

The results regarding H2a (B=0.438, p<.001) display also a positive relationship, indicating
that the ability of an organization to exploit its technology in its current innovative
operations, as well as the ability to develop products based on experience and the capability
to solve clients’ problems with current solutions encourage innovative minor but continuous

changes in products, processes and markets carried out by an organization.
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In hypothesis Hap, the relationship between exploration and radical innovation was tested,
being also positive. The results suggest a positive effect of exploration on radical innovation
(B=0.535, p<.001), showing that the exploration of new knowledge facilitate the creation of
new products, the utilization of new marketing channels and new opportunities in new
markets are developed, as well as breakthrough changes in products, processes and services
are encouraged.

Otherwise, the hypothesis Hza presents the results between incremental innovation and
organizational performance, being, once again, positive (=0.138, p<0.05), demonstrating
that improving frequently the existing products through existing knowledge, increasing scale
economies in current markets and expanding services for current clients, among other aspects,
enhance performance.

Regarding the hypothesis Hab, a positive link exists between radical innovation and
performance (B=0.224, p<0.01). This hypothesis manifests that producing new products or
services by using new knowledge and abilities, searching new clients in new markets or
experimenting with new products in new markets, among other aspects, provide superior
productivity, benefits and profitability to firms, reducing also the unitary production cost of
the products.

The positive direct effect of transformational leadership on results (f=0.296, p<.001) was
also confirmed, evincing the importance that this leadership style has in an organization as a
key driver of the productivity, benefits, unitary production costs and profitability of a
company. However, for testing the mediation effect of LHRM on the relationship between
transformational leadership and organizational performance (Hs), PROCESS v2.16 software
(Hayes, 2013) has been used. In this regard, Preacher and Hayes (2008) determine that the
key condition for the analysis of the indirect effect consists of testing whether
Brrans.Leadership—LHRM X PLHRM-0rg.Performance 1S SigNificant. As it is showed in table 4, the indirect

effect is significant (f=0.111, p<0.001).
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Table 4: Mediating effects.

Full mediation Partial mediation
Mediation Paths Total Direct Indirect effect
effect effect Coefficient BootSE  95%LL  95% UL

Transformational leadership — p=0.472 p=0.362 p=0.111 0037 0048 0195
LHRM — Performance R2=0.225 R2=0.293
LHRM —Exploitation — $=0.237""  $=0.026""
Incremental Innovation— _ . 0.013 0.006 0.059

p=0.361 R2=0.284
Performance R?-0.182
LHRM —Exploration — Radical e B=0.279""  p=0.036" 0.016 0.012 0.075
Innovation— Performance R2=0.292 ) ) )

Note: ***p<0.001 **p<0.01 *p<0.05; Bootstrapping based on n = 5.000 subsamples

Furthermore, for checking the mediation, we first analyse the effect of transformational
leadership on performance without the mediation of LHRM (Btta=0.472, p<0.001). Second,
we analyse the existence of a partial mediation, studying the effect of both leadership
(Bdirect=0.362, p<0.001) and LHRM (Bindirect=0.111, p<0.001) on organizational performance.
Since all these effects are significant and the explanation of the independence variable
increases from R2=0.225 to R?=0.293 in the partial mediation model, we can assume that
LHRM plays a partial mediating effect on the relationship between leadership on
performance. Consequently, since transformational styles help to develop jointly systems of
HR practices and develop knowledge in a firm, personnel management emerges abilities in
employees. These abilities involve and inspire them, encourage the utilization of experienced
knowledge and the acquisition of new one, enhance cooperation and collaboration through
teamwork and motivate them, leading to increase performance. In this sense, leaders should
enhance, among others, selection based on technical and problem-solving abilities, training
based in quality principles and oriented to polyvalence, performance appraisals utilized for
the development of employees or salary incentives fixed according to team performance.

Also, additional analyses help to analyse the effect of LHRM on performance, testing for
the mediation role of learning and innovation. As it is showed in table 4, LHRM influences
directly organizational performance (Bww=0.361, p<0.001; R?>=0.18). Also, there is evidence

about the double mediation of learning and innovation in these relationships. On the one
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hand, in the mediation model, both LHRM (Buirect=0.237, p<0.001) and exploitation learning
* incremental innovation (Bindirect=0.026, p<0.01) explain organizational performance. On the
other hand, also LHRM (Bdirect=0.279, p<0.001) and exploration learning * radical innovation
(Bindirect=0.036, p<0.01) describe organizational performance. Both results confirm the
existence of partial mediations of learning and innovation in the relationship between LHRM
and performance, what supports literature arguments (Donate and Sanchez de Pablo, 2015).
That means that jointly carried our HRM practices of selection, training, performance
appraisal and compensation, led by transformational leaders, encourage innovative
behaviours through the foundation of organizational knowledge. Besides, the methods and
mechanisms that convert exploitation into performance are likely configured through
continuous improvement and through the development and support to new technologies and

abilities in processes (Alpkan et al., 2012).

5. Discussion, conclusions and future research

Organizations have a need of transformational leadership to improve performance. The
results of this research are related to how performance can be increased by giving
organizational learning and innovation a strategic role (Calantone et al., 2002). As
commented in the Introduction section, many studies had analysed empirically the
relationship between transformational leadership and organizational performance (Menguc et
al., 2007), being also many the ones that ask for empirical studies that could examine the
mediating terms in this relationship (Garcia-Morales et al., 2008). This study has investigated
a mediating mechanism of HRM, learning and innovation in the relationship between
transformational leadership and organizational performance. While existent research has
offered useful marks concerning the use of transformational leadership and the jointly
application of several human resources practices in companies (Gillet and Vandenberghe,
2014), little empirical research has investigated their influence on learning and innovation
(Garcia-Morales et al., 2008, Garcia-Morales et al., 2012). In this sense, the results support

the importance of transformational leadership to develop a way to acquire abilities and
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competences that generate competitive advantages through innovation (Garcia-Morales et al.,
2012), defining this leadership as more committed to teamwork decisions and creator of
capabilities. Innovative organizations learn to maintain themselves as competent, changing
their behaviour through technology and production, promoting continuous improvement
(Collins, 1999, Garcia-Morales et al., 2012).

Moreover, transformational leaders help to implement jointly systems of HRM practices. This
system should be based on a variety of selection methods, a great amount of training and
training in quality techniques, performance appraisals made frequently and compensation
founded on team performance, as well as salaries increases and promotions built on the effort
and work of each employee and not in their job positions. When current knowledge about
products and technologies are fostered, as well as abilities concerning the acquisition of new
technologies, improvement of existing products and new products development,
organizational performance is encouraged.

This is due to the fact that the HRM system helps to develop more available knowledge in
an organization (Jaw and Liu, 2003) what, in turn, may lead to find better solutions to
problems. More exploitation and exploration knowledge makes more difficult to competitors
to imitate the work procedures and the solutions carried out, what may contribute to
improvements in firm performance. Another contribution of this study is the fact that
transformational managers also helps to improve organizational performance by exploiting
their technology, their knowledge about their products and technology, by solving clients’
problems with solutions extracted from past experience, through the development of products
based on their experience and by improving their efficiency in the existing innovation
activities. These activities allow organizations to substitute inefficient practices, to promote
knowledge inside them and to transfer and enhance the use of best practices, leading to a
more effective performance. Not only through these activities, but also by transferring new
knowledge to the market, by creating new technologies and by trying to take advantage of

new opportunities in new markets. In fact, to develop new production abilities, managerial
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abilities (e.g. market tendencies, project management, etc.) or new abilities in the area of new
technologies, are key to deploy employees’ abilities and exploit their knowledge, what
requires of transformational styles of leadership. The same occurs with the completely
deployment of new products for the industry and the reinforcement of the innovation abilities
in areas where experience already existed.

These are the two pillars of organizational learning, what makes organizations to achieve
improvements and transform the organization in a core of continuous improvement. Both
transformational leadership and organizational learning are key processes in generating
innovation for firms (Aragon-Correa et al., 2007), due to the fact that the processes of
problem-solving, decisions-taking and continuous improvements developed in them, boost
them to adaptation to changes and enhance innovative behaviours in order to improve
performance.

This research has several implications for managers and scientists. Concretely, first, support
has been found for the hypothesis that transformational leadership contributes positively to
business performance, through the mediation of a LHRM practices system, exploration and
exploitation, incremental and radical innovation. This means that organizations should
promote the existence and development of transformational managers. These leaders must
listen actively to persons, recognize their efforts, guarantee needed support for changes and
communicate what could affect employees. Moreover, they must be involved in improvement
activities, measure and review improvement in processes, stimulate cooperation among
members and strive to meet clients’ and society’s needs.

Second, transformational leaders must promote LHRM practices that lead finally to enhance
productivity, benefits, profitability and reduce unitary production cost. This last link is being
a focus of increasing research in the last few years (Heffernan et al., 2016). Concretely, by
embodying this system of HR practices, employees receive a considerable quantity of
training, the contribution of employees is valued more than the position they occupy, salaries

are fixed taking into account team performance or formal performance appraisals are
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developed, among other activities. All those promote organizational learning, embracing
exploitation and exploration processes, since organizations should favour the acquisition,
development and utilization of knowledge based on experience and of new knowledge.
However, the need for more research to determine specifically which human resources
practices are more linked to exploration and exploitation is addressed.

Third and, in this regard, leaders should try to make learning a key and focused aspect of the
organization by investing in it, e.g., through the deployment of products based on existing
experience and the exploitation of the technology of an organization in its current innovative
operations, the learning of abilities and processes to develop products completely new for the
industry or the acquisition of new management abilities (e.g. projects management, etc.) for
innovation. That is, organizations must analyse their technology and production resources,
trying to develop competences and capabilities that allow them to be more dynamic and
competitive in today’s environment, by creating competences that are unique, difficult to
imitate or replicate and valuable. In this sense, leaders should be capable of guide employees
in these processes, being accessible and answering to the questions and doubts personnel
could have. Leaders should know how to make others learn and motivate them (MacKenzie et
al., 2001, Hitt et al., 2005, Hanks, 2012).

Fourth, organizations that improve existing products and develop new ones, implant little
adaptations for current products, expand services for current clients, experiment with new
products in the local market, search new clients in new markets and so on, could give rise to a
superior incremental and radical innovation, making emphasis in the fact that the more
innovative the products or services are, the higher level of learning is requested. In this sense,
leaders can do much work, taking into account that innovation is a result of teamwork, thanks
to the creation of an environment of innovative behaviour and collaboration, investment in
resources and support to new technologies and abilities in processes, promoting a culture that
reward innovation (Senge et al., 1994). Consequently, organizational learning and innovation

should be together stimulated creating synergies that may have an impact in the organization
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by improving results related to productivity, profitability, benefits and unitary production
costs.

Some limitations of this study should be taken into account while analysing these findings.
The most important limitation is the cross-sectional design of this research. Even though
partial least squares was employed, interpretation of the causality between constructs should
be accepted with caution (Tippins and Sohi, 2003). A longitudinal study in future will provide
better results regarding causality.

Furthermore, the scales employed in the survey are measured from the managers’ point of
view and should be complemented with objective data. Besides, single informants were used
as the information source for the questions related to learning competences, innovation and
the LHRM system. Multiple informants would improve the validity of the results.

For future research, several approaches that could enrich the study of the analysed
relationships may be identified. First, future research should analyse the type of
organizational culture required to foster the relationships among transformational leadership,
HR practices, learning knowledge, innovation and performance. Second, future research
should study if there are more LHRM practices that may enhance exploitation and
exploration, apart from the ones considered by this research. Moreover, other terms could be
considered in the final effect of the analysed concepts in organizational performance. For
example, future researchers are encouraged to measure, apart from firm performance, the
level of employees’ satisfaction, quality improvement or motivation and employees’
commitment, when a transformational leadership style is developed in an organization.
Finally, although selected variables in this research explain an important part of changes in
organizational performance, other constructs could be examined, such as the level of
technology, teamwork or employee’s empowerment (LIoréns Montes et al., 2005, Vermeeren

etal., 2014).
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Appendix: Questionnaires items.

Standard
ITEM Mean Deviation

1.- Items conducted to measure transformational leadership:

Regarding the managers of your company...

e They are actively involved in the improvement activities. 4,511 0,590

e The cooperation among members in the organization is stimulated. 3,835 0,691

e The structure of the organization is proportionated to support the 3663 0.622
implantation of the policy and strategy. ' ’

e They are interested in the measurement, review and improvement of 3845 0.626
processes’ results. ' ’

e They strive to meet customers’ needs. 4,740 0,416

e They strive to meet society’s needs. 3,973 0,574

e They are accessible, listen actively and answer the persons that integrate 3633 0.749
the organization. ' !

e They recognize the efforts of persons and teams of all organizational 3773 0.716
levels. , )

e They guarantee the investment, the resources and the needed support for 3863 0.660
changes. ' ’

e They communicate changes and reasons that have caused them to 3773 0.688
employees and other stakeholders that may be affected by them. ' ’

2.- Items conducted to measure LHRM practices system:

In your company...

o Different selection methods are used to select the best candidate. 3,685 0,754

e Selection is based on technical abilities and capability to solve problems. 3,590 0,689

e Selection is oriented to identify abilities related to quality improvement. 3,705 0,728

e A considerable quantity of training is provided. 4,165 0,912

e Training is oriented to procure a variety of competences and polyvalence. 3,580 0,810

e Training is based in quality principles and tools and problems’ solve. 3,635 0,803

e Performance appraisals are used to the improvement and development of 3570 0.773
employees. ' ’

e The organization carries out formal performance appraisals frequently. 3,930 0,927
e Performance appraisals are based in the group or organization 3605 0.679
performance. ' '

e To fixate compensation, it is more valued the contribution of the employee

" ; 2,335 1,440

that the position that occupies.

e Salary increases are based in the personal development and training of 3650 0.861
employees. ' ’

e Salary incentives are fixed according to teamwork performance. 2,365 1,446

3.- Items conducted to measure exploitation:

In the last three years, in which degree your organization has improved...

e Its knowledge about its products and technologies?. 3,350 0,640

e lIts ability to exploit its technology in its current innovative operations?. 3,345 0,677

e Its capability to solve problems of its clients with solutions non very 3315 0.631
different from current ones?. ' ’

e lIts ability to develop products from which enough experience was already 3285 0.645
disposed?. ' ’

e lts efficiency in the existing innovative activities?. 3,305 0,611

4.- ltems conducted to measure exploration:

In the last three years, in which degree your organization has...

e Acquired technologies and production abilities completely new for the 3035 0.865
organization?. ' ’

e Learnt ?.bl|ltles and processes of development of products completely new 2.980 0,868
for the industry?.

e Acquired new management and organizational abilities (market 3195 0.692
tendencies, projects management, ...) that are important for innovation?. ' ’

e Acquired new abilities in areas such as support to new technologies?. 3,180 0,742
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Reinforced the innovation abilities in areas where any experience

existed?. 3,135 0,714
5.- Items conducted to incremental innovation:
In the last three years, your organization...
e Improve frequently the existing products. 4,490 0,874
e Implants regularly little adaptations to the existing products. 4,260 0,909
e Introduce improvements in its current products for the local market. 4,100 0,880
e Improve efficiency of its current products. 4,175 0,841
e Scale economies in current markets are increased. 4,025 0,835
e Services for current clients are expanded. 4,200 0,777
. '(I)'Eﬁe(i:r;it\?erﬁal processes’ costs reduction is considered as an important 4110 0,831
6.- Items conducted to measure radical innovation:
In the last three years, in your organization...
e Demands that go more over current products are accepted. 3,650 0,843
e New products are invented. 3,910 1,144
e Itis experimented with new products in our local market. 3,520 1,022
e Itis commercialized with products that are completely new for our unit. 3,380 1,163
¢ New opportunities in new markets are frequently utilized. 3,715 0,859
¢ New marketing channels are regularly used. 3,835 0,837
¢ New clients in new markets are often searched. 3,735 0,683
7.- ltems conducted to measure organizational performance:
Designate how the following indicators have evolved in the last three years in
your company:
e The productivity of our organization. 3,928 0,520
e  The unitary production cost of our products. 3,964 0,492
e The benefits of our organization. 3,894 0,513
e  The profitability of our organization. 3,890 0,513
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