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Abstract

Management innovation is the process of introducing new management practices,
processes, and structures. It is considered essential to improve organizational performance
and develop competitive advantage. While drawing on the rational perspective this
research focuses on management innovation at firm level to empirically examine the
impact of various phronetic leadership behaviors on learning dynamic capability of
organization. The top management due to its prominent position in the organizations
possess the ability to significantly affect management innovation to promote organizations’
capability for success. Data was collected from 215 executives working at the positions of
CEO, top management teams, and senior managers of 400 manufacturing firms. Initially,
the use of confirmatory factor analysis (CFA) through AMOS assessed scales validity in
the current context of research. Then the use of structural equation modeling (SEM) helped
to test the relationships among hypothesized variables. Results found significant positive
impact of CEO and top management team reflexivity and senior managers diagnostic and
implementation capability as part of phronetic leadership behaviors on management
innovation. Also, management innovation mediated the relationship between phronetic
leadership behaviors and learning dynamic capability of organization. This study
contributes both theoretically and empirically by developing and testing the framework
involving management innovation with respect to its antecedents and consequences in the
context of manufacturing sector of Pakistan.
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1. Introduction

Innovation has long been recognized as an essential mean for success and growth
(Schumpeter, 1983). A greater part of research so far is devoted to knowing how
organizations tend to persuade technological innovation (Crossan & Apaydin, 2010).
However, recently some management scholars have started to reassess the advantages of
management innovation (Bezdrob & Sunje, 2015; Nieves, 2016). Management innovation
refers as a non-technological innovation and is related to the introduction of management
practices, structures and processes which are new and aimed to advance organizational
goals (Birkinshaw et al., 2008). Early as well as more recent studies clearly reveal how
management innovation transform a company to realize potential benefits and also redefine
the whole industry through the expansion of new ideas (Birkinshaw et al., 2008; Chandler,
1990). Thus, scholars have drawn their focus to management as a useful account for
innovation (Volberda et al., 2013).

Considering its significance for firm’s success, surprisingly not much research has been
done in explaining the causes and outcomes about management innovation (Volberda et
al., 2013). This kind of innovation encompasses a composite and complex type of change
to the extent in which work of management is accomplished. For example, companies don’t
require a dedicated infrastructure for this kind of innovations, these are relatively intangible
and abstract, that make them ambiguous and complex (Vaccaro et al., 2012). This
highlights the essential and critical role of key persons inside the organization (Birkinshaw
et al., 2008), which draws the importance of organizational leadership specifically relevant
to innovative management (Vaccaro et al., 2012). This research adds to the emergent
discourse of management innovation by two ways. First, it studies management innovation
using the organizational level analysis by focusing on the implementation of management
innovation which is new to the company, and examines CEO, top and senior management
leadership behaviors as essential predictors of management innovation. Second, as part of
management innovation outcomes, this research further assesses the effect of management
innovation on enhancing the learning dynamic capability of organization in the
manufacturing sector of a developing country such as Pakistan’s context. This research
encompasses the rational perspective regarding management innovation (Damanpour,
2014) which sees the role of leaders as organizations key individuals in achieving the
implementation of management innovation.

Today’s organizations are operating their businesses in more complex and uncertain
conditions. Organizations that choose traditional ways of doing business will not be able
to succeed (Hutchinson et al., 2014). However, organizations which focus on developing
new ideas, introducing new practices, and following new processes will influence their
learning dynamic capabilities (Schoemaker et al., 2018). A key overlay is phronetic
leadership behaviors which involve CEOs and top management team reflexivity (Kinsella,
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2012), and senior managers diagnostic and implementation capabilities (Harder, 2011).
Scholars believe that these leadership behaviors effectively encourage innovative thinking
and significantly influences organizational choices (Kinsella, 2012). Management
innovation characterizes an encompassing change by which the management work is
performed and in this respect leadership behaviors are seen as central issues in knowing
how companies initiate and implement such a complex kind of innovation (Vaccaro et al.,
2012). Subsequently, the current study pursues two objectives. First objective is to assess
how both top and senior management reflexivity and diagnostic and implementation
capability as part of organizations’ leadership behaviors influence the achievement of
management innovation. Second objective is concerned to determining the effect of
management innovation on organization learning dynamic capabilities.

The remaining part of this study is structured as such that next section describes the
literature review and development of hypotheses. The methodology section contains the
detail of sampled population and scales used in this research. The data analysis section
provides the information about scales validation and hypotheses testing. Finally, the
discussion section presents findings and conclusion. The section also involves various
implications, limitation, and directions of future research.

2. Literature Review and Hypotheses Development
2.1 Management Innovation

Management innovation is conceptualized as ‘the creation and implementation of a
management practice, technique, process, and structure which is new to the firm and is
aimed to enhance organizational goals (Birkinshaw et al., 2008). It talks about changes of
what managers perform and in what way they perform which is claimed to be really
ambiguous and hard to replicate, therefore more likely to increase competitiveness that
helps to achieve sustainable advantage (Birkinshaw & Mol, 2006; Hamel, 2012; Teece,
2007). Management innovation thus represents the changes about how managers set goals,
coordinate activities, take decisions, and engage people. Scholars have identified four
perspectives regarding management innovation which are institutional, rational, fashion,
and cultural (Birkinshaw et al., 2008). However, for this study rational perspective has been
adopted. It argues that new practices, structures, and processes are deliberately introduced
by organizational key individuals to improve the performance of organization.

Self-managed team has been cited as an example of management innovation. In this form
of team people involved take care of their own core functions, set up priorities, and make
decisions in the organization (Bunderson & Boumgarden, 2010). Procter & Gamble
introduced the idea of self-managed teams which reflected change in management
innovation’s three facets comprising of practices, processes, and structures
(Vandekerckhove & Giovagnoli, 2015). Management practices states what managers
perform on a daily basis as part of their job — defining and establishing goals and related
procedures, arranging and organizing tasks and functions, identifying and developing
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potential and talent, and meeting stakeholders’ different demands (Mol & Birkinshaw,
2009). The execution of self-managed teams at Procter & Gamble altered the managers’
work as individuals in the company became responsible of setting their own objectives and
deciding about the time and means by which tasks were to be completed. Management
processes denotes the procedures that administer the managers’ work, drawing from
abstract thinking and converting them into actionable tools. This among others typically
involves strategic planning, project management, and performance evaluation (Birkinshaw
etal., 2008; Hamel, 2008). Procter & Gamble overhauled its reward and promotion systems
after introducing the concept of self-managed teams. Company started determining the pay
in relation to employees’ skill that in turn became the reason for their promotion, and
interestingly the fellow team members were involved to evaluate this whole process
themselves. Organizational structure involves how organizations arrange and organize
communication, and align and connect efforts of its members (Cooren et al., 2011). This
was also changed at Procter & Gamble as after adopting the idea of self-managed teams,
company removed unnecessary hierarchical layers.

2.2 Phronetic Leadership and Management Innovation

Developing a management innovation is a difficult process (Vaccaro, 2010), as it seriously
requires the visionary and inspirational direction of internal change agents, relentless
involvement of key individuals and elevated level of managerial commitment. They all,
first initiate the process and then drive it further (Birkinshaw et al., 2008). Subsequently a
tacit, typically intangible, and complex type of management innovation comes out without
a specified infrastructure (Vaccaro et al., 2012). Scholars believe that leaders because of
their prominent positions in the organizations influence organizational conditions in which
management innovation can be introduced and implemented (Crossan & Apaydin, 2010;
Hambrick, 2007). Research also shows that leaders that pay special attention to their
followers’ job-specific, personal well-being and career development needs, they show
more tolerance to their followers’ difference of opinions and mistakes which encourage
them to exhibit more innovative behaviors at their workplaces (Wang et al., 2021).

This study emphasizes on specific actions of key individuals in organizations due to which
creation and adoption of new techniques and approaches become possible. To assess how
specific type of leadership behaviors influence the choice of new processes, practices, and
structures, the study focuses on two important characteristics of phronetic leadership,
namely, CEO and top management team reflexivity, and senior managers’ diagnostic and
implementation capabilities. Phronesis or Practical Wisdom is set of abilities/capacities
which individuals develop over time (Zinke, 1989). Practical Wisdom is the kind of
knowledge and capacity which guides action (Spillane, Halverson, & Diamond, 2001).
Phronesis is the individuals’ cognitive capacity which coordinates judgment,
understanding and insight that lead to effective action. Cycle of phronesis is only complete
if it offers an opportunity to reflect upon and transform the practice (Halverson, 2004).
Based on this and reviewing other literature on phronetic leadership behaviors, we develop
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certain hypotheses that show how CEO and top management team reflexivity, and senior
managers’ diagnostic and implementation capability affect management innovation.

2.2.1 CEO and Top Management Team (TMT) Reflexivity

Organization scholars believe that both CEO as organization’s top man and members of
TMT can explore and reflect the need for change (Ling et al., 2008). As management
professionals they can recommend probable solutions, and as authority figures in
organization they can exploit the required motivation for altering managerial practices
(Baer & Frese, 2003). Through phronetic ability, CEO and TMTs are able to reflect to
recognize, formalize, and prioritize organizational concerns which require to be addressed
by means of managerial innovation (Mihalache & Mihalache, 2012). It is not sufficient to
recognize essence, as a part of TMT after necessary reflection you have to share it and pass
it on to others. There are specific TMT processes which after getting the CEO support
initiate a system that challenge the status quo to stimulate managerial innovation (Ou et al.,
2014). Top management’s reflexivity is the degree to which members of this team reflect
on collectively and adapt objectives, processes, and strategies of their team (Schippers et
al., 2015). It presents a logical way in which members of this cohort question and challenge
the existing managerial practices that allows for further discussion and selection of best
possible alternatives (O. Mihalache et al., 2012). Reflexivity also demands that all team
members should possess the ability to bring everyone on board prompting them to action,
unifying and synthesizing everybody’s knowledge and hard work in pursuit of various
objectives (Wang et al., 2021). Team reflexivity stimulates the interaction and
communication of its members. This enables the expansion and reframing of new ideas
and insights in the processes (Chen et al., 2016). Phronesis is suggested as a necessary
organizational contingency attribute for the effectiveness of this group’s processes in
introducing new management practices (Kinsella, 2012). Companies possessing high level
of phronesis have the capabilities to encourage CEO and TMT reflexivity in finding and
implementing new management practices in pursuit of management innovation.
Subsequently, following hypothesis is proposed:

» Hi: CEO and TMT reflexivity is positively associated with the implementation of
management innovation in an organization.

2.2.2 Senior Managers’ Diagnostic and Implementation Capability

Diagnostic capability is the ability of organizational managers to identify the situation of a
perceived problem, offers an opportunity to enhance performance and formulate
management solutions which either resolve the problem or avail the opportunity. Whereas,
implementation capability is the organizational managers ability to manage the change
process linked with implementing new management practices (Harder, 2011). Diagnostic
and implementation capability intrinsically share some similarities with concept of sensing
and seizing opportunities of Teece (2007) and notion of exploration and exploitation of
March (1996). However, diagnostic and implementation capabilities are considered as
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dynamics particularly related to phronesis and management innovation. Ingredients of the
firm’s diagnostic capability consist of the backgrounds, attitudes and beliefs of managers,
also the organizational resources for instance characteristics of workforce, access to
knowledge bases and reward provisions (Helfat & Martin, 2015; Knudsen & Levinthal,
2007). Because of the associated abstraction and complexity, very few organizations use
phronesis as a management strategy encompassing managerial diagnostic and
implementation capability. It is not devised and implemented by selected leaders in the
company, instead in the context of a phronetic leadership it is delegated in the entire
company with different individuals assuming leadership roles as per the condition and
situation (Nonaka & Toyama, 2007). For the effectiveness of diagnostic and
implementation capability in carrying out management innovation, the role and support of
senior management is critical. As once any opportunity or threat is detected, its nature and
intensity along with proposed solution require to be communicated to the entire
organization (Mihalache, 2012). This also demands some specific mechanisms to cultivate
this type of leadership that will allow nurturing and transferring the individuals’ existing
phronetic capabilities to others in the organization, thus creating a distributed phronesis
system (Halverson, 2004). This definitely enables an organization to show resilience in
responding creatively and flexibly in any situation for pursuing its own good (Hamel &
Valikangas, 2003). The diagnostic and implementation capability of senior managers offer
more access to both internal as well as external sources of knowledge which makes
organizations more sensitive to problems and opportunities and thus enabling to implement
management innovation. Accordingly, following hypothesis is proposed:

» Hz: Senior managers’ diagnostic and implementation capability is positively linked
with the implementation of management innovation in an organization.

2.3 Management Innovation and Learning Dynamic Capability

The growing need of company’s capability to use knowledge and information has made
organizational learning an important source for company’s activities and growth (Akgiin
et al., 2007). While earlier studies offer different approaches related to organizational
learning (Alegre & Chiva, 2013; Rhee et al., 2010), this study assumes company’s learning
as its ability to renew the current operating and processing capacities through new
knowledge and insights. It is a process comprised of three underlying activities, namely,
exploration, transformation, and exploitation related to learning (Lane et al., 2006). This
conception indicates learning capability as the dynamic capability which allows a company
to develop, expand or alter its resources (Helfat et al., 2009).

The relationship between learning and innovation has been generally recognized and
discussed in published literature and most studies have focused product innovation in this
relationship (Akgln et al., 2007; Alegre & Chiva, 2008). However different kinds of
innovation describe different characteristics as the variables which act as their predictors
and outcomes cannot be the same. Management innovation unlike technical innovation
does not rely on company’s primary work activities, rather it mainly influences company’s
social system that involves all organizational components and the relationships existing
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among them (Damanpour et al., 2009). Thus, it is imperative to explain the learning and
innovation link through the analysis of diverse kinds of innovations. The changes made in
the organization’s social system intend to enhance company’s learning capability.
Implementing innovations with respect to company’s practices and structures, for instance,
introducing new practices to improve learning, exploiting knowledge or incorporating new
ways to assign responsibilities, involving employees in decision making, and providing
good working conditions can increase the development of company’s learning capability
(Nieves, 2016).

Innovation scholars believe that management activities forming dynamic capabilities are
shaped by the deliberate and conscious efforts of individuals holding key managerial
positions (Birkinshaw et al., 2008). Companies trying to develop dynamic capabilities have
to consider new ways to perform management activities as it is an act of innovation and
learning both. Senior and top executives are key individuals to introduce management
innovation as they can sense the necessity for change, seize the probable solution, and
harness the required motivation for transforming managerial practices to new conditions
(Gebauer, 2011). Under caring leadership, teams are more inclined to maintain the
coherence among members throughout the reflexivity process as they are cared and valued
by the leaders (Liden et al., 2014). Team members are keen to exchange their tacit and
explicit knowledge which facilitate the generation of new work practices and innovative
processes (Wang et al., 2021). The organizations in this way learn to become more
dynamically capable.

CEO and TMT reflexivity bring about significant learning dynamics which create
awareness about the requirement for change and stimulate the extensive process of
employing managerial practices (Mihalache & Mihalache, 2012). The prior experience and
current skill set of organizational senior managers and their access to internal and external
knowledge bases make companies more discerning to threats and opportunities, and thus
more inclined to implementing the management innovations (Dasgupta & Gupta, 2009).
Similarly, senior managers’ inclination of involving diverse employees in decisions
making, considering them eligible for various rewards, and including them part of
knowledge sharing practices may lead to generate environment conducive to idea
generation, risk taking and experimentation (Llopis & Foss, 2016). Also, research suggests
that individual learning gives rise to collective learning. Certain leadership behaviors can
strengthen or weaken the individuals’ learning processes. Specifically, when team
members have more autonomy and confidence, they can experience more effective
interactions, assume reflective activities, and explore learning in the contexts of TMT
reflexivity (Wang et al., 2021). Subsequent to the above discussion, following hypotheses
are proposed:

» Hs: Management innovations implementation is likely to increase the learning
dynamic capability of an organization.
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Ha: Management innovations implementation is likely to mediate the relationship
between CEO and TMT reflexivity and learning dynamic capability of an

organization.

Hs: Management innovations implementation is likely to mediate the relationship
between senior managers’ diagnostic and implementation capability and learning

dynamic capability of an organization.

Following the above reviewed literature and proposed hypotheses, a theoretical model for
this study is developed and presented in Figure 1.

Phronetic
Leadership
Behaviors
Ha
_____________________________________ “
CEO and Top !
Management H, ;
Team Reflexivity
\ Management Hs Learning
Innovation Dynamic
e Implementation "| Capability of
Organization
Senior Managers
Diagnostic and 4
Implementation :
Capability 1
_____________________________________ 4
Hs

3. Methodology
3.1Research Population and Sample

The research about studying the management innovation phenomenon with respect to its
causes and outcomes have been conducted in the developed countries’ context (Mol &
Birkinshaw, 2009; Vaccaro et al., 2012), however it is suggested that the framework
involving this phenomenon must be investigated in different national and industrial settings
(Damanpour & Aravind, 2012). A few studies only recently have been found to be
conducted in the South Asian and South-East Europe regions (Alofan, 2018; Bezdrob &
Sunje, 2015). Thus, to contribute to both literature and practice in this field, present study
is conducted in a South Asian developing country Pakistan.

Note. Dotted lines show the mediation effects

Figure 1: Theoretical Framework
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Also, this study encompasses rational perspective which is based on the assumption that
individuals in the organization introduce and adopt management innovations which enables
their organization to function more effectively especially in dynamic business
environment. Studies reveal that individuals working in teams use their reflexivity and
emotions to offer innovative solutions to resolve problems that are specific to their context
(Dasborough et al., 2020; Wang et al., 2021). Studies following the rational perspective
have employed both case study and survey approaches (Damanpour, 2014), however
organizational scholars have called for the use of more large-sample sizes quantitative
methodologies involving micro level analysis in which the focus is more on assessing the
individuals’ actions on organization innovative outcomes (Volberda et al., 2014). Thus, by
undertaking the guantitative-based survey methodology, this study has been conducted in
the manufacturing sector of Pakistan.

Manufacturing sector of Punjab contributes nearly 58% to the total industrial productions
of Pakistan. It is responsible to add around 60% value in the country’s overall industrial
sector (Hassan, 2018). Lahore, Gujranwala, and Faisalabad being part of the seven
industrial clusters/zones of Punjab are embraced with the most diversified range of
industries comprising of textile, electronics, auto parts, food, machinery and equipment
(Hussain et al., 2012). The sampled population in present study is comprised of 400
manufacturing firms located in these three industrial zones of Punjab with each firm having
at least 50 employees. Top and middle level managers choose to perform activities that
actually affect companies’ innovations (Crossan & Apaydin, 2010). An initial email
carrying the survey questionnaire, addressing CEO, a member of TMT, and a senior
manager in each of these 400 firms, was sent for the purpose of data collection.
Confidentiality was ensured to each respondent along with surety to share the summary of
results. Consistent with the upper-echelons extant literature, respondents of survey were
expected to be well aware of the changes related to management processes, practices, and
structures. After one month, another email carrying the second copy of survey was sent,
and finally calls for follow-up were made one month after the second mailing. CEO and
top level managers as members of TMT, and senior managers as part of middle level
managers group of 210 similar companies returned the filled questionnaires. This
represented 52.5% response rate of the measurement sample. The companies were
performing their business operations in industries ranging from textile 40.5%, electronics
15.2%, auto parts 12.7%, food 10.3%, machinery and equipment 9.2%, and others 12.1%.

3.2 Research Measures

Structured scale-based questionnaires were used for data collection as these are easy to
respond and reduce the respondent variability. All four variables involving the study have
been measured using 7-point Likert scale ranging from 1 = ‘strongly disagree’ to 7 =
‘strongly agree’. To measure phronetic leadership behaviors, scale about ‘CEO and top
management team reflexivity’ was taken from five items scale developed by Tjosvold,
Tang, and West (2004), whereas scale related to ‘senior managers diagnostic and
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implementation capability’ was taken from 7 items scale developed by Harder (2011). To
measure ‘management innovation implementation’ a 6-item scale developed by I. G.
Vaccaro et al. (2012) was adopted. Finally, ‘learning dynamic capability of organization’
was measured through the 5-item scale developed by Pavlou and El Sawy (2011) which
reflect the specificities of the manufacturing companies.

3.3 Common Method Bias Assessment

The occurrence of common method bias poses a critical methodological concern in several
areas of empirical research which may arise due to the use of survey reported
questionnaires (Antonakis et al., 2010). To assess the common method bias, certain
procedural and statistical methods have been adopted to reduce and check this bias. As part
of procedures, the respondents were assured about maintaining confidentiality and
anonymity for reducing the difference of assessment, and Harman factor test as part of
statistical methods was performed (Podsakoff et al., 2003). In this regard, “unmeasured
latent factor method” was adopted for common variance extraction. While performing
CFA, an extra unmeasured latent factor was added to the measurement model. It contained
all indicators of other latent factors. The loadings of indicators were constrained to be equal
on this common latent factor. Thus, unstandardized loadings on the common latent factor
of all indicators were equal to 0.109. The square of unstandardized loading gave the
common variance percentage as 0.0118 for all model indicators. Hence, the ‘Unmeasured
latent factor method’ revealed that the total variance of just 1.18% can occur due to
common method bias which does not affect the results as such.

4. Analysis and Results

Data analysis in current research was performed through structural equation modeling
(SEM) for which AMOS v.22 has been used. SEM is thought out to be a powerful tool for
the explanation of measurement errors. It is also used to find both direct as well as indirect
paths of the model (Kline, 2015). One of the main concern that may exist in SEM is because
of kurtosis as it depends on the analysis about covariance structures. Thus, it was ensured
that critical ratio of all items related to kurtosis is lying within £2.5 range as reflected in
Table 1 about kurtosis statistics. The theoretical model was tested by 2-step SEM method
that evaluated both measurement and structural models separately (Hair et al., 2010).

Table 1: Kurtosis Statistics

. crof | S¢ . crof | S _ crof | S
Items Kurtosis Kurtosis Reg Items Kurtosis Kurtosis Reg Items Kurtosis Kurtosis Reg
Wit. Wit. Wit.
TMR1 0.23 0.59 0.54 SMD4 0.14 0.43 0.63 MI5 0.64 0.60 0.70
TMR2 -0.22 -0.71 0.52 SMD5 -0.009 -0.02 0.74 MI6 -0.50 -1.39 0.84
TMR3 -0.42 -1.25 0.65 SMD6 -0.13 -0.40 0.76 LDC1 0.09 0.44 0.68
TMRG | 083 245 | 072 | sMp7 | 007 100 | 079 | Lbc2 | o024 06 | 077
TMRE | 022 065 | 059 | ML 034 T0z | 08l | LoC3 | o1t T21 | 083
SMDL | 0.68 044 | 056 | Mi2 038 010 | 068 | Loca | 007 Tos | 078
svD2 | 138 061 | 083 | i3 013 Toa | 093 | LDC5 | o021 032 | 054
SMD3 | 0.60 132 | 055 | M4 031 0ol | 083

Note. TMR = CEO&TMT reflexivity, SMD = senior managers diagnostic & implementation capability,
MI = management innovation implementation, LDC = learning dynamic capability of organization
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4.1 Confirmatory Factor Analysis (CFA) for the Measurement Model Assessment
4.1.1 Convergent Validity

Determining goodness-of-fit of hypothesized model based on sample data is the primary
task performed in SEM. Table 2 shows the model fit indices of measurement model. The
acceptable range of values about indices for model fit has been provided by various authors,
for instance, Byrne (2016) suggested CMIN/DF< 3 and HOELTER (0.01) > 200, Kline
(2015) advised IFlI > 0.95, CFI > 0.95 and TLI > 0.95, Browne and Cudeck (1993)
recommended RMSEA < 0.05, and Hooper, Coughlan, and Mullen (2008) suggested
SRMR < 0.09. Table 2 shows all these indices statistics about model fit for current study
meeting the required level of convergent validity. Moreover, the weights of standardized
regression for all items are statistically significant that represents the condition of
significant correlations. Thus, this reflect high convergence (Anderson & Gerbing, 1988;
Naim & Lenka, 2017). Table 2 also shows Cronbach’s Alpha value of all research scales
as greater than 0.7 which indicates their internal consistency. Also, CR of all research
scales is more than 0.7 that reflects the construct reliability.

Table 2: Statistics for Indices Model Fit, CR and Cronbach’s Alpha for Reliability

Assessment
Scales CR o AVE Model fit indices
CEO and Top Management CMIN=587.53, DF=491
Team Reflexivity 087|082 050 | cmiN/DF =137,
- - - IFI =0.969, TLI = 0.961,
Senior Managers Diagnostic CFl=0971
and Implementation 0.86 | 0.80 | 0.49 RMSEAz 0'39

Capability HOELTR (0.01) = 213, SRMR = .062

Management Innovation

. 0.91 | 0.84 | 052
Implementation

Learning Dynamic

Capability of Organization 090 | 0.83 | 051

Note. CR = construct reliability, o = Cronbach’s Alpha, AVE = average variance extracted
4.1.2 Discriminant Validity

The criterion proposed by Fornell and Larcker (1981), was used to assess the discriminant
validity of the construct used for present study. In this criterion, the square root of average
variance extracted (AVE) corresponding to each variable in the construct should be greater
than the correlations of that construct with all others (Gefen & Straub, 2005). For instance,
in Table 3, the correlations between independent and mediating variables along with their
corresponding AVE has been reported and it provided an evidence about the discriminant
validity. Also, significant correlations have been found between ‘CEO and top
management team reflexivity’, ‘senior managers diagnostic and implementation
capability’, ‘management innovation implementation’ with former having a bit high
relative importance than later. Recent research shows that team reflexivity at organizational
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top level is first translated into the innovative behavior of employees which further leads
to the implementation of various management innovation processes (Wang et al., 2021).

Table 3: Discriminant Validity Assessment using Fornell and Larcker Criterion

Square root of

1) @) @) AVE
CEO and Top Management Team 1 0.73
Reflexivity (1)
Senior Managers Diagnostic and 0.23%* 1 0.71
Implementation Capability (2)
Management. Innovation 0.37%* | 0 34%* 1 0.75
Implementation (3)

Note. **p < 0.05, AVE = average variance extracted
4.2 Hypotheses Testing through Model Assessment

After conducting CFA, establishing scales validity and reliability, a complete structural
model involving all variables in the study was obtained. The conceptual framework of this
study involving significant regression coefficients has been presented below in Figure 2.
This helped to assess associations among variables which further enabled to test the
hypothesized relationships. Both ‘CEO and top management team reflexivity’ and ‘senior
managers’ diagnostic and implementation capability’ are significantly contributing to
‘management innovation’ implementation. ‘Management innovation’ implementation is
significantly enhancing ‘learning dynamic capability’ of organization. The indirect effects
of these two independent variables as part of phronetic leadership behaviors on ‘learning
dynamic capability’ of organization is positively and significantly mediated by
management innovation implementation.
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Phronetic
Leadership
Behaviors

CEO and Top
Management
Team
Reflexivity

Senior
Managers
Diagnostic and
Implementation
Capability

0.15 (.01)

Management
Innovation
Implementation

0.39(.000)

0.11(.05)

Learning
Dynamic
Capability of
Organization

Note. Dotted lines show the mediation effects

Figure 2: Conceptual Framework with Significant Regression Coefficients

Table 4: SEM Analysis

Paths B p-value Hypotheses testing

TMR — Ml 0.37 .001 Hypothesis 1 supported

SMD — Ml 0.34 .003 Hypothesis 2 supported

Ml — LDC 0.39 .000 Hypothesis 3 supported
Note. R2=0.33

The value of R? = 0.33 implied that 33% variation in management innovation
implementation was explained by phronetic leadership behaviors. The regression
coefficients in Table 4 revealed that both phronetic behaviors of organizational key
individuals significantly enhanced implementation of management innovation, and which
further led to enhance learning dynamic capability of organization. These results offered
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support to hypotheses 1, 2, and 3. CEO and top management team reflexivity was having
the highest effect on implementation of management innovation, followed by senior
managers diagnostic and implementation capability.

To assess the mediation of management innovation implementation between phronetic
leadership behaviors and learning dynamic capability of organization, bootstrapping with
2000 bootstrap samples along with 90% bias corrected confidence level as suggested by
Hayes (2009) was used. Accordingly, the total, direct and indirect effects reported in Table
5 have been presented below.

Table 5: Total, Direct and Indirect Effects Based Upon Bootstrapping Through AMOS

Total Direct Indirect .
Path effect (B) | effect (B) | effect (B) Hypotheses testing
TMR—MI—>LDC | 0.37** 0.22** 0.15** H, supported
SDC—» MI —»LDC | 0.34** 0.20** 0.11* Hs supported

Note. **p < 0.01, *p < 0.05, TMR = CEO&TMT reflexivity, SMD = senior managers
diagnostic & implementation capability, Ml = management innovation implementation,
LDC = learning dynamic capability of organization

Indirect effects of CEO and top management team reflexivity and senior managers
diagnostic and implementation capability on learning dynamic capability of organization
through management innovation implementation were found significant at p <.05. Besides
indirect paths, the direct paths also remained significant after the addition of mediator in
the model, hence management innovation implementation partially mediated the
relationship of phronetic leadership behaviors and learning dynamic capability of
organization (Preacher & Hayes, 2008; Zhao, Lynch Jr, & Chen, 2010). Thus hypotheses
4 and 5 got support by these results.

5. Discussion and Conclusion

Though innovation is the frequently addressed topic in the outlets produced by both
academics and practitioners, but majority of these research outlets has addressed
innovation in terms of either technology advancement or new product development
(Volberda et al., 2013). That said, the growing demand to carry out research is not only
limited to new technologies and new product development, but also to look for changes
about the nature of management within the organization, which is management innovation
(Damanpour & Aravind, 2012). In fact, the contemporary management scholars over the
last two decades have started investigating the organizational and individual factors that
could influence the implementation of management innovation and its impact on specific
organizational performance outcomes (Volberda et al., 2014).

By drawing on organizational level analysis, this study focuses to determine the impact of
top management’s phronetic leadership behaviors on management innovation
implementation and its learning related performance outcomes. This study offers new
insights about the relative impact of two phronetic leadership behaviors such as CEO and
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top management team reflexivity and senior managers diagnostic and implementation
capability on management innovation. To the best of authors’ knowledge, these two
leadership behaviors have not been studied with respect to assessing their impact on
management innovation implementation in the organization before. Moreover, the
implementation of management innovation due to these leadership behaviors further enable
companies to develop their learning dynamic capability. The current study found that
phronetic leaders due to their knowledge, skill, and practical wisdom (Ralph, 2015) are
important actors of internal change within organizations as they influence the
implementation process of management practices, processes, and structures which are new
to their organizations. The findings of this study reaffirms the role of human agency in the
adoption of management innovation in the manufacturing context of Pakistan, as this
relates to the actions and initiatives of organization’s key individuals (Birkinshaw et al.,
2008), the one who can initiate and pursue changes about hew management practices,
processes and structures.

The findings of current study provide evidence about the organization’s top management
reflection as one of its phronetic leadership behaviors which backs all those efforts required
for the implementation of management innovation. Organization’s top leadership
reflexivity enable them to make judgement for performing action. Their transformational
potential and persuasiveness inspire group success that develop respectful relationships
based on trust and common goods which enable organization to initiate changes related to
management processes, practices, or structures (Kinsella, 2012). They recognize
organization individuals independently and create greater tendency to experiment by
altering organizational functions, task and procedures. They may also encourage
organizational individuals to reconsider their existing skills about task specialization and
structures, and rethink new ways and skills to get the things done in the organization.
Bearing in mind this prominent role of phronetic leaders, the present study contributes to
previous studies linking top management teams reflexivity as one of the phronetic
leadership behaviors to performance (Lyubovnikova, Legood, Turner, & Mamakouka,
2017), creativity (Wang, Guan, etal., 2021), and product innovation (Lee & Sukoco, 2011).
By going beyond to these prior findings, this study provide evidence that CEO and top
management team reflexivity as part of phronetic leadership behaviors is helpful to
pursuing implementation of management innovation in organizations.

The findings also reveal about senior managers diagnostic and implementation capability
as another phronetic leadership behavior that reflect about the ability of individuals to
develop perception of perceived problems or chances to enhance performance and
accordingly develop solutions (Mihalache, Jansen, Van den Bosch, & Volberda, 2014).
Doing this way simultaneously solve problems and exploit opportunities by introducing
novel ways of doing things, establishing appropriate means of effective communication,
and devising special methods of achieving distinctiveness, as all these help to accomplish
implementing management innovation (Kim, Kim, & Foss, 2016). An important logic in
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the innovation related literature is that the successful adoption of new method, structure,
and process depends on how organization key individuals search and identify new
information and knowledge (Li et al., 2013). In fact, a team of senior managers that
efficiently searches and acquires new information and knowledge find more choices and
ideas which are essential for firm’s innovation and learning growth.

Results also show a significant positive association of management innovation with
learning dynamic capability of organization. The association between these two concepts
has been explored less as only few studies were found which both theoretically and
empirically analyzed this relationship (Gebauer, 2011; Nieves, 2016). This research
empirically examines that in the manufacturing industry, innovations adopted in
management processes and practices facilitate the development of new understanding
essential to change companies’ existing capabilities. The published literature reveals a
reciprocal relationship that may exist between management innovation and learning
dynamic capability (Khosravi et al., 2019; Volberda et al., 2013). However, more research
is required to study the potential two way effect between these two variables. Unlike
already published research, this study focused upon determining the impact of management
innovation on company’s learning dynamic capability. Thus, this study is providing the
much needed empirical evidence about significant positive link between these two
theoretically important constructs especially with learning dynamic capability as the
outcome variable.

Findings also provide support to both the mediating hypotheses. When the companies are
operating in rapidly changing environment and innovation in management practices and
processes becomes inevitable, then how organization’s top leadership reflect and act
becomes critical. Literature shows that the top management team reflexivity ensure
organizational readiness to new insights required for the discovery and adoption of
innovative managerial practices (Mihalache et al., 2014). Companies having employees
equipped with practical wisdom are more capable of anticipating the requirement for
change and thus responding to it through the renewal of their resource base. These findings
are in line with the theoretical claims of Augier and Teece (2009) who argued that
companies require both highly insightful leaders and skillful team of managers who foresee
changes and initiate new processes and structures to develop companies’ learning dynamic
capabilities. Moreover, the environments offer both challenges and opportunities for
organizations. Firms rely on the environment to upgrade their resource base. The
challenges of turbulent environment are always accompanied with potential opportunities.
Environmental uncertainty compels managers to process information to frame and reframe
problematic areas, introduce and implement procedural and structural transformations to
find solutions and grab opportunities. The studies suggest that management activities
constituting company’s learning dynamic capability are shaped by the deliberate and
conscious actions of managers.
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5.1 Implications for Theory

Present research has implications for both theory and practice with regards to the literature
of phronetic leadership behaviors, management innovation and learning dynamic
capability of organization. It offers a good theoretical description of all these concepts and
their interrelationships with each other in the context of Pakistan’s manufacturing sector.
This research uses four unique concepts from literature in a distinct framework
encapsulating CEO and TMT reflexivity, senior managers diagnostic and implementation
capability, management innovation implementation, and learning dynamic capability of
organization.

Empirical studies regarding assessing the impact of various kinds of phronetic leadership
behaviors on management innovation and its outcomes are scant with respect to business
and corporate world (Abdulmuhsin & Tarhini, 2020). This research empirically contributes
by developing and testing the framework involving management innovation with respect
to its antecedents and consequences in the current context. Previous studies have discussed
the direct effect of CEO and TMT reflexivity on innovative behaviors (Wang, et al., 2021),
but how teams’ reflexivity as part of specific leadership behaviors accounts for the
implementation and adoption of innovative practices and processes that further leads to
enhance companies learning dynamic capabilities are scant. Thus present study contributes
to the extant literature by adequately addressing this gap.

The key premise of rational perspective informs about the importance of individuals’
actions to promote the organizational and management innovation in terms of its
effectiveness (Birkinshaw et al., 2008). One of such actions identified in this research is
the senior managers’ diagnostic and implementation capability. As individuals when face
problems that hinder companies learning and development, they intensify their search
efforts in the internal as well as external environments to find new and innovative ways
and approaches which are implemented to ensure the resolutions of these problems. Thus,
identifying and evaluating the effect of senior managers’ diagnostic and implementation
capability as part of another phronetic leadership behavior represents one more important
contribution of this research to the relevant literature.

Finally, following the rational perspective I. G. Vaccaro et al. (2012) have proposed that
various leadership behaviors can significantly encourage innovative thinking. Distinction
between two popular leadership behaviors: transformational and transactional was drawn
to understand and realize their effect on the pursuit of management innovation
implementation. This study further deepens our knowledge about the role of human agency
by studying the role of phronetic leadership behaviors that influence the search for the
implementation of management innovation in this part of the world.

5.2 Implications for Practice

With regards to practical implications the study reveals that company’s top leadership
reflexivity and its senior managers diagnostic and implementation capability can be seen
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as important precursors of management innovation and dynamic learning of organizations.
Both leaders and managers at the top positions in companies has to use reflexivity for their
self-awareness, clearer communication and greater coordination (Lyubovnikova et al.,
2017). Top management of companies when reflect together as teams they gain insights
about the coordination of their actions to bring about change (Luciano, Nahrgang, &
Shropshire, 2020). The processes of change are accomplished through the introduction and
adoption of new management practices and structures.

Similarly, the diagnostic and implementation capability guides company’s senior
management to see both the perceived problem and opportunity as a way to improve
performance, and this can be done through developing management solutions by using new
processes, practices, and structures (Mihalache, 2012). These capabilities are driven by
individual and organizational level resources and share some similarities with sensing and
seizing capabilities of Pisano and Teece (2007). Thus, practicing managers have to
recognize the diagnostic and implementation capabilities as specifically associated with
management innovation that further become the dynamic learning capabilities of
organization (Goh, 2003). In such organization employees constantly develop new
insights, attempt new approaches, gain feedback and adopt new behaviors as outcome of
experimentation.

5.3 Limitations and Directions for Future Research

The present study also carries some limitations. First, this study is performed in
manufacturing sector of a developing country and the generalizability of results other than
this sector will require to be more consciously interpreted. Nevertheless, carrying out
similar research in nonmanufacturing sector such as service sector may validate the
research findings.

Second, this research involves management innovation - an important theoretical construct
and is suggested more exploration employing distinct research approaches and in diverse
settings. Thus using only a quantitative strategy may restrict our knowledge about the
underlying construct to a certain extent. However, investigating the management
innovation construct employing a qualitative approach for same set of drivers and outcome
as used in this study may serve a greater purpose to establish the theoretical validity of the
construct in terms of its contribution to the extant literature.

Third, current research uses specific leadership behaviors such as CEO and TMT
reflexivity and senior managers’ diagnostic and implementation capability as the enablers
of management innovation implementation. Future studies may use authoritative and
benevolent as part of other leadership behaviors to predict management innovation
adoption. Also, this research uses learning dynamic capability as outcome of management
innovation. Possible future studies may include product innovation and some other
performance related as outcomes of management innovation.

Finally, this research has followed the rational perspective, it is suggested to employ some
other theory / theories like resource based and dynamic capability perspectives to explore
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further the same phenomenon theoretically and empirically in other than manufacturing
contexts.
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