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ABSTRACT

Leadership is a crucial determinant of Innovative Work Behavior (IWB) of employees in an
organization. Many researchers have found the linkage of the leadership and IWB in various
industries, yet very little attention has been paid on the financial services sector, particularly in Sri
Lanka [1]. Hence, this study intends to examine how leadership affects employees’ IWB in the
financial services sector in Sri Lanka. It is a qualitative study, which adopted a case study approach.
The study used a purposive sample of 10 innovative employees in the organization, based on the
recommendation of the management and in-depth face to face interviews were carried out with
those employees. A thematic analysis was employed for data analysis. The findings of the study
were the characteristics of transformational leadership predominantly made impact on promoting
IWB among the employees in the chosen financial services organization. Further, IWB of the
employees are encouraged if the leader provides more autonomy, resources, constructive feedback,
recognition to the employees and the leader being a role model for the employees. The implications
of the study suggests insights to the organizational leadership to foster IWB among the employees.
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1. INTRODUCTION innovation [2,3]. To navigate the organization to

that destination, it is essential to have a
In a competitive, ever changing world, the competent leadership. Leadership of an
success and survival of organizations depend on  organization is one of the key factors which
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promotes innovative behaviours of the
employees [4,5,6]. Yet it depends on the type of
leadership styles. Scholarly work on leadership
found out that, transformational leadership is
always making an enabling environment for
innovations [7,8] while other leadership styles
such as empowering leadership [9], benevolent
leadership [10], and servant leadership[11] also
influence over the employee creativity.
Innovation leads industries into continuous
progression and it is possible to identify
innovations in every industry in the economy. But
most studies have been carried out in the
knowledge intensive services such as
consultancy, information  technology and
engineering [12,13](Jong & Hartog,).The trend
towards a knowledge-intensive  economy
supports structures in which human capital and
knowledge-intensive business service
companies, in particular, play an important role
as knowledge brokers and intermediaries (Hipp &
Grupp,)[14].

2. STATEMENT OF PROBLEM

In the contemporary dynamic business world,
financial services sector is another booming
industry where continuous innovations take place
for the development and the survival of the
financial organizations. As Hipp and Grupp [14]
mentioned that, the characteristics of innovation
activities in the service sector are substantially
different from other industrial sectors in terms of
newly developed products (incremental versus
radical, product versus process), the character of
services (process orientation, intangibility), the
customer integration and the respective provision
processes, as well as for the organizational
aspects and the co-ordination of activities to
develop new services. In such a premise
employees who are willing and able to bring
innovations to the organization is very much
crucial. Previous studies have confirmed that
employee innovativeness is affected by individual
cognitive  process, personality  attributes
[15,16,17] and organizational factors as well
(Woodman, Sawyer, & Griffen,)[18]. Further,
other scholars mentioned behavioural
perspective is another important aspect to
determine the innovative behaviour of employees
[12,19]( Jong & Hartog,). The behavioural aspect
of leadership focuses on the traits and
behaviours of leaders that are directly linked to
individual, group or organizational outcomes [13].
Hence, the objective of this study is to examine
how leader’s behaviour influences on innovative
work behaviour of the employees. This study is
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based on a case study, which is a large financial
services organization in Sri Lanka in terms of
client base and the investment portfolio.

3. LITERATURE REVIEW
3.1 Leadership

The common definition of leadership is, as the
process of influencing others towards achieving
some kind of desired outcomes (Jong & Hartog)
[12]. However, the way leaders are behaving and
reaching the final outcome may be vastly

different categorizing them into number of
leadership styles. When discussing the
leadership, the transformational leadership

comes for the first due to its reputation which is
defined by Yukl [20] as the process of influencing
major changes in the attitudes and assumptions
of organization members and building
commitment for the organization’s mission or
objectives.  Transformational leaders are
concerned with the transformation or change of
followers’ fundamental values, goals and
aspirations aligned with the organizational values
and goals [21]. There are four distinct
components that characterize transformational

leadership, commonly known as the “Four I's” —

Individualized Consideration, Intellectual
Stimulation, Inspirational  Motivation, and
Idealized Influence [22]. Transformational

Leaders have been found to be inspired in
employees beyond expectations [23]. Thus,
studies proved that, transformational leaders can
influence creativity enhancement behavior of
their subordinates Bass,[24].

Conversely, transactional leadership is a style
where the individual gains compliance from
followers through either explicit or implicit
“contractual” relationships [13]. Transactional
leadership is primarily focused on the exchange
dimension between leaders and followers. The
relationship between a transactional leader and
his employee is characterized by actions chosen
to serve their own interests [25]. Rewards and
disciplines are the tools used by the transactional
leaders as to influence over the followers’
performance [23].

3.2 Innovative Work Behaviour

According to the innovative theorists innovation
does not mean a single activity, but it is a
process which is composed of two stages:
initiation and implementation [26,27]. Under the
first phase, innovative idea generates in the mind
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of an employee and then the successful
completion of the innovation process takes place
after implementing the idea properly. Hence, IWB
is defined as the voluntary willingness by
employees to constitute on-the-job innovations,
for example, upgrading of ways of working,
communication with direct colleagues, the use of
computers, or the development of new services
and products [28]. IWB is recognition of problems
and initiation and intentional introduction of new
and useful ideas, as well as a set of behaviors
needed to develop, launch and implement ideas
with an aim to enhance personal and/or business
performance [29,30]. West & Farr [31] definition
of IWB as the employee behavior directed at the
generation, development, introduction and/or
application (within a role, group or organization)
of ideas, processes, products or procedures, new
and intended to be beneficial for the relevant unit
of adoption.

3.3 Case Study

Selected organization for the study is one of the
largest conglomerates in Sri Lanka and known as
a trend setter in the financial services sector in
the country in terms of client base and
investment portfolio. Though its core business is
providing financial services, organization has
been developed as a group of companies with a
number of subsidiaries and variety of business
units encompassing numerous industries locally
and globally. Also the organization claims as the
leader in number of financial service sectors and
some other non-financial services as well. In
order to retain its competitive position frequent
innovations are taking place as both financial
product innovations and other business
innovations. Various awards and acclaims
received by the organization proved that it is in
the forefront in innovation of its business
disciplines.

Two departments selected for the study, i.e.
Strategic Business Unit (SBU) and the Business
Solutions unit of the Information Technology (IT)
arm of the group have been recognized as the
most innovative departments by the top
management of the organization.

3.4 Research Methods

The researcher adopted a qualitative research
method which is a social enquiry that
emphasizes a complex, holistic, systematic
examination of different experiences in social
and natural spaces [32]. Also, the research
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approach is case study, that is an empirical study
that investigates a contemporary phenomenon in
depth and with its real-life context [33]. The
interviewees for the study were selected from the

two key innovative functional areas in the
organization: Strategic Business Unit and
Business Solutions unit of the Information

Technology arm of the group. According to the
top management of the organization, these two
departments have been recognized as the most
innovative departments in the organization.
Further, in the study of Hislop [34] has
recognized that employees whose work is
primarily intellectual and non-routine in nature as
the knowledge workers and the categories of
occupations are such as lawyers, consultants,
IT/software designers, advertising executives,
accountants, scientists/engineers, and architects.

The sample consists of 10 executives whom
representing 5 from the each department. For the
selection of those 10 innovative executives from
the two departments, researchers sought the
support from the two heads of the departments.
Based on their long standing experience with the
employees, the heads were asked to recommend
the most innovative 5 executives from the two
departments. Accordingly 7 male executives and
3 female executives took part in the interviews.
The data were collected through in-depth face to
face interviews with those participants based on
the semi-structured interview guide. As
suggested by Churcill [35] and Eisenhardt [36],
in-depth interview is a better qualitative
technique for relatively unexplored subjects.
Since leadership and IWB in the financial sector
is a quite new area in Sri Lankan context, it is
appropriate to employ in-depth interviews with
the interviewees. Each interview took average
one hour and follow up questions were asked
where further clarifications were necessary. All
the interview notes were transcribed properly and
the data were analyzed on the basis of themes
emerged during the interviews.

4. FINDINGS AND DISCUSSION

41 Greater = Autonomy Leads to
Innovation

Almost all the interviewees of the study

highlighted the significance of sufficient

autonomy to carry out their duties as one of the
main inspirations to think about innovations in the
organization. The extent of autonomy given by
the head of the department leads them to
perform their functions independently while they
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are working with such a mentality, opportunities
are higher to do experiments/try out new things,
which sometimes ended up with innovations.

Following two excerpts from the interviewees
from the IT department and SBU stated that, if
the sufficient autonomy is not given,
subordinates are supposed to depend on the
superior for every matter which may have a
dependency mentality. In turn, it deteriorates the
self-confidence and fades the innovative thinking
of the subordinate.

“ ...in the absence of the autonomy to do your
work properly, you will become a dependent on
your boss and you will do whatever superior asks
you to do, but not something on your own....”
(SBU Interviewee 2)

“l like to work independently, as long as | don’t
need any help. That freedom directs me for
innovation” (IT Interviewee 3)

Similar empirical findings are explained in the
scholarly work of Krause [37] reporting that,
granting of degree of freedom, autonomy, space
and discretionary authority by the leadership to
the subordinates is needed for innovation.
Further, a study of Irish manufacturing
organization which was done by Ramamoorthy et
al [38], revealed autonomy has a direct impact
over employees’ IWB. Among the NASA
scientists also, it was proved that providing
subordinates with much freedom to explore and
communicate with each other would lead to
enhance the innovative behaviour [4].

4.2 Leader as a Role-Model for Innovation

Jong and Hartog [12] have identified that, the
behaviours of innovative role-modelling leader
are, exploring opportunities, generating ideas,
championing, being an example of innovative
behaviour, and putting efforts in development. As
Gumusluoglu and llsev [39] described that, the
championing leader always has a vision of
motivating the followers, increases their
willingness to perform beyond expectations, and
challenges them to adopt innovative approaches
in their work. Interviewees in the study are also
expecting similar aspirations from their leaders
as to push them towards more innovative culture.

“When my boss came up with an innovative idea

and explained to us, | always feel that why

wouldn’t | do similar things and | keep my morale
? (SBU Interviewee 2)
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“The way my boss performs made me think ‘out
of box’.....” (IT Interviewee 1)

This leadership characteristic of role modeling
has been explained by Bass and Avolio [7] as the
“idealized influence” (charismatic role modeling)
which is an inherited behavioural feature in the
transformational leadership. Therefore, in many
of the transformational leadership research found
that there is a direct and positive relationship
between role modeling leadership and innovation
[39,23,8].

4.3 Providing Resources and Innovation

Many of the instances where innovations do not
come to forward because of not getting sufficient
resources to implement the innovative idea.
Therefore, the participants have seen the ability
of the leader to support them with the necessary
financial and other resources as a main criteria to
promote innovation within the organization.
According to their experience, it further
stimulates them for future innovations. Some
relevant quotes from the interviewees are;

“Sometimes my boss would promise me to
release the required resources even before |
requested him, which made me very happy about
him, how helpful he is..... ’(IT interviewee 3)
“When we see how the head of the department is
allocating the budget for our future innovative
ideas, we never felt that spending time for
innovation in the organization is a waste of our
time and efforts” (IT interviewee 5)

Previous researches have also proved the
positive relationship between providing resources
and innovations. In the study of Ekvall and
Ryhammer [40] found that resource availability
for innovation has a strong relationship with the
innovations. Further the findings of Martins and
Fernandes [41] revealed that, assurance of
resource availability has a higher tendency
towards developing innovations in the small and
medium enterprises.

4.4 Employee Recognition and Innovation

Recognition includes giving praise
(compliments), awards (e.g. certificates of
achievement, private budgets, increased

autonomy) and ceremonies (e.g. public speeches
and celebrations) Yukl, [42]. As, Nijhof et al [43]
more interestingly emphasized on the fact that
recognition is nor merely monetary or other non
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financial benefits, but admirable words,
commendations, recognition in public etc too will
mean a lot when it comes to recognition.
Interviewees stated that, recognition is really an
encouraging factor not only the particular
employee, but also it is an eye-opener for other
colleagues in the department to go ahead with
innovations.

“ the better part of the recognition is not to be
proud of myself , but to pass on that message
among other colleagues that an innovation took
place in your department and you can carry
forward it (IT Interviewee 1)

Another interviewee representing SBU explained
that, the inability of the head of the department
to give the due recognition to the innovations
made by the employees would demoralize
employees to further come up with innovations
which will diminish their innovative thinking and
behaviours.

“In the absence of the recognition in the
organization for the innovations that employees
are made, it does not provide any stimulus to
further implement any innovation. Because
nobody knows the novel things what we have
done....” (SBU Interviwee 1)
Feedback

4.5 Constructive and

Innovation

The research of Hellstrom and Hellstrom [44]
identified that personal feedback given by the
leader as a main determinant to uphold the
willingness of employees to strive for innovation.
Positive, non-slashing feedback is perceived as a
source of improvement. Nevertheless, scholars
emphasized on the importance of negative
feedback too, as a vital tool for the development
of novel concepts and ideas [45,46]. Some
interviewees are very much particular about the
nature and the sign of the feedback is provided
by the head of the department. According to
them, because it determines the future of the
innovative idea and implementation. Yet others,
especially some interviewees from the IT
department only concern about the content of the
comment/feedback rather the tone and sign of
the delivery. Following two excerpts illustrate the
difference in the ideas;

“For me the feedback sign, i.e. whether it is
positive or negative is very much important to
continue or sabotage my innovative idea”
(SBU Interviewee 4)
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“l don’t mind that the feedback is positive or
negative as long as it helps my innovation” (IT
Interviewee 3)

In the study of Jong and Hartog [12] stated that,
innovations and implementations are fostered
under the condition of leaders useful feedback
and leaders are organizing others to provide
such feedback to the employees. However,
Kluger and DeNisi [47] concluded that individuals
accept or reject feedback depending upon their
perceptions of feedback consequences. Even if
the comment is negative, but the employee
understands that it may have positive impact
later, then it is less likely to reject by the
employee.

5. CONCLUSION AND RECOMMENDA-
TIONS

This paper examined the impact of leaders
over the IWB of the employees in the
financial services organization in Sri Lanka by
using qualitative empirical data. The results

of the study revealed that, IWB of the
employees were improved by the
transformational leadership in the chosen

financial services organization, where leader
grants much autonomy, provides sufficient
resources (both the financial and others),
gives constructive feedback on the innovations
and due recognition to the employees led to
enhance the IWB. Also innovative employees
expect the leader should also be an innovative
role model for the followers. Even if the
interviewees were from two departments bearing
different job roles, the employees from the both
departments expect similar behaviours from their
leaders. As literature informed, leadership
characteristics found in the chosen study were
mostly transformational leadership style [22,23].
Studies in the area of innovation and leadership
have identified a direct and positive relationship
between the transformational leadership and
innovation [8,39]. It implies that, when working

with  the knowledge-intensive = employees,
organizations are supposed to develop
transformational leaders as to stimulate the

innovative behaviours of the employees. As
studies  suggested that, transformational
leadership competencies can be developed
through training, structured workshops, feedback
sessions, and personal coaching [48,49]. Also in
recruiting the employees for leadership positions,
organization has to be inclined towards the
candidates who are exhibiting transformational
characteristics.
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As the limitations of the study, it was identified
that the study scope is for a single financial
services organization and also the small sample
size. But it would be more useful if the study can
expand its scope to the number of innovative
financial services organizations in the country by
adopting a quantitative survey to further explore
how the IWB of the employees can be improved
under the different leadership behaviours.

CONSENT

Before the interviews, the researcher explained
the chosen executives the purpose of the study
and their verbal consent for the interview.
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