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ABSTRACT

Despite being known as one of the most innovative countries in the world, innovation in Australia has
remained stagnant since the 1990s. The main objective of this study is to analyse and evaluate the
role of leadership in financial innovation adoption in the Australian banking industry. Specifically, this
study focuses on exploring the drivers of innovation, testing the skill and knowledge of leaders to
adopt an innovation, the impact of different leadership styles on innovation, and based on the nature
of innovation propose the suitable leadership framework for Australian banks using a conceptual
framework. The findings of this study are expected to allow Australian banks in evaluating their
leaders’ role and formulate relevant strategies to ensure successful innovation adoption. It is
projected that the findings will be robust for the businesses as the internal and external shareholders
working with leaders to enhance organizational performance can befit from the insight provided in
this study. Moreover, this study is projected to assist in charting directions for business leaders in the
context of effective leadership practices necessary for improving employees’ retention, profitability,
and growth which will ultimately contribute to business practices. The findings will help in providing
a better understanding of leadership practices required for leaders’ professional growth which may
create more job opportunities. The leaders may learn the ethical and sustainable leadership practices
to meet the social expectations through compact strategies which may contribute to social change.
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1. INTRODUCTION

The past studies have concluded that leadership behaviour has a key role in innovation
management (Denti & Hemlin, 2012; Nadler & Tushman, 1990; Singh, 2020). Generally,
effective leadership plays a decisive role in improving organizational performance and in
the creation of creativity (Amabile et al, 2004; Hughes et al.,, 2018; Mumford et al., 2002)
through launching and driving the innovation projects. (Stoker et al.,, 2001). Corporate
leadership is the key driver in promoting and constraining innovation management in the
organization (Somech, 2006). Additionally, different leadership styles are expected to
render different impacts on employees’ involvement, commitment, and influence during
the innovation adoption process. Even corporates may fail in the innovation adoption

https://doi.org/10.31580/ijmi.v8i3.2087

© 2021 The Authors. Published by Readers Insight Publisher. This is an open access article under the CC BY license

(http://creativecommons.org/licenses/by/4.0/)



http://readersinsight.net/JMI
https://doi.org/10.31580/jmi.v8i3.2087
http://creativecommons.org/licenses/by/4.0/

Journal of Management Info. Vol. 8 No. 3

process due to ineffective leadership and a lack of leaders’ skills (Deschamps, 2005; Wang
et al,, 2021).

Despite being known as one of the most creative nations in the world, the innovation
process has been stagnant in Australia since 1990. The Global innovation index has ranked
Australia 17th among other countries, which implies that innovation has become
significantly slow in all major sectors of the economy. Recently, innovation has gained
significant momentum throughout the world especially in the financial industry, which is
triggered by Fintech. The financial sector is the backbone of the Australian economy
contributing one-third toward overall GDP growth (ABA Economic Report, 2015). However,
according to the Australian Bureau of Statistics (ABS), the financial industry including
banks are placed fourth in terms of innovation, which proves that the innovation process
has largely declined in the Australian financial industry. This study addresses the impact of
leadership behaviours on innovation adoption by Australian banks is timely for a number
of reasons. Firstly, this study conceptualizes to provide diversely synthesized information
from various experts of the banking industry. Secondly, this research imports this
information for the usage of a wider audience such as practitioners and corporates. Lastly,
corporates may utilize this information for embedding effective leadership practices,
developing an exceptional leader and ensuring smooth innovation adoption for Australian
banks.

An in-depth review of past studies shows that in the Australian context, leadership studies
have focused on analysing its impact on job satisfaction and organisational commitment
(Lok and Crawford, 2004), improving productivity through self-organised teams and
leadership (Parker et al,, 2015), perceptions of leadership styles on employees’ engagement
(Mariappanadar, 2018). Additionally, studies opined different behaviours of Australian
leaders which may not be suitable for innovation adoption. Vecchio et al,, (1992), found that
Australian managers are more confident, imaginative, and self-sufficient however, the
leaders do not force their peers in the achievement of their tasks and may act impulsively
instead of planning carefully. Henry (2005), argued that Australian managers are
emotionally detached, challenging, cynical, and disrespectful as Australian leaders are
more assertive and they do not have anything to prove to anybody. Studies have
anticipated that Australian leaders are too charismatic and lack inspiring others and
visionary traits (Ashkanasy et al., 2000; Meng et al.,, 2003). The lack of vision and inspiring
others unable Australian leaders to have a fair go among subordinates (Barker, 2002).

Innovation implementation describes employees’ commitment and capability in an
innovation adoption process (Dodge et al, 2017). The innovation adoption process is
initiated through a decision by the senior managers and employees are expected to follow
and implement innovative work practices (Aldabbas et al., 2021; Klein & Sorra, 1996). The
organization may fail to adopt and implement innovation due to a lack of employees’
engagement in the innovation process or a lack of employees’ knowledge about the
potential benefits of innovation. Once the organization partially or completely fails to
achieve the intended benefits of innovation it results in total failure of innovation
implementation or innovation itself. However, organizational analysts use the first
explanation to relate organizational failure, to implement innovation as a leading factor to
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describe the organization’s inability to adopt an innovation (Klein & Sorra, 1996; Koziot-
Nadolna, 2020).

Furthermore, the lack of clear instructions, goals, and leaders’ poor leadership skills create
ambiguity among employees as employees become unfamiliar with organizational
objectives (Bousinakis & Halkos, 2021; Sung & Choi, 2021). The understanding of leadership
role and its impact that promote innovation adoption behaviour among employees and
enhance employees’ commitment and consistency is therefore needed (Choi & Price, 2005;
Wegner et al, 2021). This study refers to innovation as ‘a first-hand experience of a
technology or practice by an organization that has never used it in the past (Klein et al,,
2001). A review of the literature by Klein and Knight (2005) has identified several factors
which contribute to innovation adoption. Some of the factors are an organizational
environment for innovation (Holahan et al, 2004; Michaelis et al, 2008), management
support, and managerial patience (Repenning & Sterman, 2002; Rohlfer et al, 2021).
However, among these substantially influential factors leadership role was identified as the
most influential factor in innovation adoption.

Based on the above-outlined research problem, our study aims to investigate the recent
changes in the Australian banking industry which have forced the industry to transform its
business environment, the types of knowledge and skills required for the Australian banks’
leadership to initiate and ensure innovation adoption. Additionally, we analyse the
leadership role and skills that are appropriate to improve Australian bank employees’
commitment and participation in the innovation adoption process. Lastly, this study is
expected to determine the type of leadership that is suitable to embed innovation adoption
behavior coherently in Australian bank employees.

This study contributes to the literature on leadership and innovation management by
analyzing and categorizing the drivers of innovation and its adoption process in the
Australian banking Industry. Another significant contribution of this study is towards the
literature on behavioural changes by assessing the existing personal competencies of the
leaders and required behavioural changes to maximize organizational effectiveness.
Finally, this study is expected to contribute to optimizing the growth of the Australian
banking industry and propose a toolkit for innovation management.

The rest of the paper is organized as follows. Section 2 outlines the literature review and
proposed conceptual framework. Section 3 outlines the conclusion and practical and
theoretical implications.

2. LITERATURE REVIEW

2.1. LEADERSHIP

According to Bass (1990a), leadership is “influencing the behaviours and attitudes of people
during the formal interaction to achieve organizational goals”. Chemers (1997) defined
leadership as a “process of social influence during which one person with strong
interpersonal skills can achieve common tasks”. Leadership comprises four generic
dimensions known as people, means, effects and goals. These four dimensions allow

JMI 194



Journal of Management Info. Vol. 8 No. 3

systemizing the specific leadership style. According to House and Aditya (1997), leadership
style refers to the manners by which different leaders depict specific behaviour. These
styles are important as this help to analyse different styles of leadership practices. The
literature exhibits different leadership styles, some of these styles are briefly described
below.

2.1.1. Directive and Participative Leadership (DPL)

Directive leadership is described as “a leader's position and power characterised through
behaviour to give clear instruction, directions and expecting subordinates to comply with
given instructions” (Lornikowa et al.,, 2013). Whereas, participative leadership refers to
“information sharing for decision making” however, leaders hold the authority in final
decision making (Somech, 2006). The main difference is the extent of leaders’ consultation
with subordinates and to what extent followers are allowed to express their opinion during
the decision-making process. Kanter (1282), found that directive leadership drive, control,
monitor, instruct and influence the innovation process whereas, participative leaders
encourage teams to involve and stay committed during the innovation process.

2.1.2. Interactive Leadership (IL)

This leadership type was discovered by Rosener (1990), during a study of female leaders.
The study identified four attributes of interactive leadership namely, encouragement,
information, and power-sharing, enhancing employees’ self-worth, and motivating
employees for customized tasks. Bossink (2004), found that interactive leaders cooperate
with their employees and empower their employees to innovate. This type of leadership is
typically characterised by giving support and guidance to empowered employees for
innovation (Zhu & Zhang, 2020).

2.1.3. Charismatic Leadership (CL)

Weber (1978), defined charismatic leadership as “remain devoted to an extraordinary
sanctity, heroism or exemplary character of a person”. Similarly, another study describes
charismatic leadership as ones’ feelings of creating self-identity is essential in developing
this type of leadership (Shamir et al., 1993). Many studies have indicated that this type of
leader leads innovation projects based on their behaviour, belief, and personal example
(House et al, 1990). There is a strong indication that this type of leadership influences to
improve subordinates’ commitment, spark energy and guide individuals towards new
goals, values, or aspirations (James & Lahti, 2011; Nadler & Tushman, 1990). However, this
type of leadership is inappropriate to commercialise the success of innovation (Nadler &
Tushman, 1990).

2.1.4. Transformational Leadership (TL)

This leadership type was introduced by Burns (1979), further developed by Bass (1985), and
understood by Smith et al, (2004). Studies have found that charismatic and
transformational leadership can be used interchanging (Becker et al,, 2021; Gumusluoglu &
llsev, 2009; Paulsen et al, 2009). This type of leadership not only positively promotes
innovation activities within an organization but also ensures its market success. Jamaludin
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et al,, (2011), contradicted and found that transformational leadership is more appropriate
for stimulating creativity and generating ideas instead of implementing innovations.

2.1.5. Instrumental Leadership (IL)

The concept of transactional leadership originated decades ago however, it is often
characterised together with transformational leadership (Burns, 1979). Several studies have
intensively discussed the relationship between transformational and transactional
leadership (Bass, 1990b; Bass & Avolio, 1994; Jamaludin et al., 2011). However, this type of
leadership does not focus on change rather, it focuses more on clearly defining and
communicating the work tasks (Avolio et al, 1993). During the innovation process,
transactional leaders identify followers’ needs and design exchange process to fulfil their
need (Daft, 2001).

2.1.6. Strategic and CEO Leadership (SEL)

This type of leadership is suitable for executives who are fully responsible to manage the
entire corporate (Finkelstein et al,, 1996). The leaders in this category are known as strategic
decision-makers and their hierarchical power helps in enhancing organizational innovation
(Bossink, 2004; Makri & Scandura, 2010; Michaelis et al., 2009).

2.1.7. Shared and Distributed Leadership (SDL)

According to these leadership types, one person takes control and others are expected to
follow (Pearce et al,, 2009). This leadership is considered a dynamic, unfolding, interactive
influence process among individuals whose objective is team formation for the
achievement of collective goals. During innovation, this leadership provides necessary
guidelines to ensure the alignment between tasks and goals (Ali et al,, 2020; Muethel &
Hoegl, 2010).

2.2. RELATIONSHIP BETWEEN LEADERSHIP AND INNOVATION

The vastly implemented innovation concept by modern-day corporates was discovered by
Drucker (1984). According to Drucker's definition “innovation provides useful information
and opportunity to the employees with different skills and knowledge working in the same
organization to become more productive”. He further elaborated that innovation is a basic
toolkit for entrepreneurship and action which provides mandatory resources for building
new capacity (Drucker, 1984). The innovation concept has remained a significant element
through its active participation in economic and social developments. Because of its
economic and social role, Innovative activities and the overall process have attracted the
attention of scientists and policymakers (Clark, 2010; Qureshi et al, 2021). Oslo Manual
exhibits numerous studies on innovation, according to Manual “innovation refers to a new
or freshly improved product or service, process, new marketing method, the emergence of
the new organizational structure through interorganisational practices or external
relationship. In a simplified notion, the minimum condition required for the innovation is
that the firm has never utilised a product, process, marketing, or organizational method in
the past (OECD, 2006).
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Previous studies have explored the impact of leadership styles on innovation in automobile,
educational and agricultural industries (Abdolmalekia et al, 2013; Derakhshandeh &
Cholami, 2012; Rafiee & Mohammadi, 2012). These studies have found a strong relationship
between different leadership styles and enhanced organizational performance because of
commitment to innovation. Gautam and Malla (2013) studied the managers' self-
perception about their leadership behaviour with subordinates’ perception of managers'
leadership behaviour and the impact of both behaviours on branch performance. The study
found that effective leadership is important for the branch performance of private and
public banks.

Tsolakis (2016) analysed the impact of leadership and management styles in UK banks
during financial crises. The study analysed the impact of leadership styles to generate a
beneficial outcome for the banks. The findings revealed that different leadership styles
such as authoritarian, delegative, and participative have different impacts on the working
environment, employees’ commitment and responsibility, and towards the success of the
business. However, the ultimate leadership style depends on the present needs of the
business. Ajiboye (2017) explored the bank leaders' effective leadership practices for the
banks’ sustainability through multiple case studies. The study established four leadership
themes to motivate employees, raise other leaders and develop leaders’ competence.
Similarly, Makitalo (2017), compared the leadership styles in the banking sectors of Finland
and France from subordinates’ point of view. The findings predicted that employees in both
countries’ banking industries exhibit a mixture of transformational and transactional
leadership behaviours however, the intensity of leadership styles differ between the leaders
of these countries. Finnish employees described that transformational leadership is an
appropriate style whereas, French employees agreed on transactional leadership style is
best to suit the current situation of the banking industry.

Skinner (2015), found that the financial industry is in dire need of influential people as banks
often ignore the need for change and innovation due to focusing too strongly on status
and shareholders’ value. Belias and Koustelios (2014) found that banks' not only need to
change but are also required to innovate by changing from a strict hierarchical structure
to a more flexible and communicative one. A study on leadership styles followed in the
Bangladesh banking industry by Mohammad et al. (2017), found that leaders and
subordinates follow bureaucratic style to avoid risks and uncertainty.

The review of the above studies indicates that the role and impact of different leadership
styles on innovation adoption are unaddressed. Especially, in the context of Australia, to the
best of the researcher's knowledge, no formal study has attempted to analyse the
leadership impact on innovation adoption in the banking industry. Therefore, it is timely to
undertake this study to close this research gap through an informative insight.

2.3. FINANCIAL INNOVATION IN BANKING

Over the past decade, the global financial industry has adopted several alternative channels
to deliver financial services to customers (Domeher et al.,, 2014; Ali et al., 2021). The traditional
financial delivery methods are replaced with technology-oriented methods such as e-
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banking, internet banking, mobile banking, and Automated Teller Machines (ATMs).
Innovation in the banking industry has transformed the operational methods of the entire
retail sector (Sweeney & Morrison, 2004). In order to facilitate its customers, banks are
continuously striving to provide convenience in accessing account balances, transferring
funds, paying bills to purchase goods and services which is only made possible through the
collaboration of hardware, software, and telecommunication companies. Like any other
industry, innovation is important for the performance, survival, and success of the banking
industry (Damanpour et al,, 2009). The extent to which the banking sector has the potential
to contribute to the economy depends on the quantity and quality of the products and
services it offers to its customers. Hence, it is imperative for banks to meet customers’ needs
in order to restore their confidence (Kumar, 2011). Financial innovation offers two-fold
benefits which are a reduction of operational cost and market expansion and customer
enjoys a range of products and services.

The Australian banking industry has kept pace with other developing countries in the
adoption and diffusion of financial innovation. The Australian banks are not only
categorised as a globally safe and potential contributor to the national economy but also
are rated as the world’'s best performing financial institution in the world (Financial
Development Report, 2012). A robust financial system is achieved through technological
changes and the penetration of mobile devices (The Australian Government Treasury
Department, 2016). Zanello et al., (2013) found that innovation in most developing countries
is affected due to weak research systems, limited financial resources, weak legal systems,
and inadequate infrastructure. Whereas, in developed countries, innovation adoption is
merely a process of adaptation of technology and depends on the personal characteristics
of each banking institution’s chief executive officer (Mansfield, 1968a, 1968b, Mansfield et
al,, 1977). The factors such as employment tenure, education, and ability to mobilize
resources may significantly affect the adoption of innovation.

2.4. DIFFUSION OF FINANCIAL INNOVATION

Diffusion of innovation is a process of information seeking and information processing,
during which individuals tend to minimize the uncertain advantages and disadvantages of
an innovation (Rogers, 2003). Diffusion of innovation contains four elements namely
innovation, communication, time, and social (Rogers, 2003). Often scholars term diffusion
and adoption as a similar phenomenon and use it interchanging. However, there is a
certain difference between the two terms. Amal et al. (2014), indicated that diffusion is a
macro that is concerned with the spread of technology from its source to the consumer
whereas, adoption is a micro process that is concerned with the mental process an
individual undergoes before deciding to adopt an innovation. The past studies on diffusion
of innovation have vigorously focused on health, natural and social sciences (Bara, 2016).
Especially, in the context of the influence of leadership role on the diffusion of financial
innovation are missing in the literature despite, a significant role of financial innovation in
the development of the modern economy (Iman, 2011). Additionally, past studies have
analysed leadership's role in diffusion of innovation using different mediators such as
cultural, organizational size, and performance (Elenkov & Manev, 2005; Vaccaro et al., 2012).
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Hence, this study adopts diffusion of innovation as a mediator to predict a positive or a
negative impact on a leadership role which will ultimately reveal the adoption of financial
innovation.

2.5. CONCEPTUAL FRAMEWORK

This study utilises Rogers's (2003) Diffusion of Innovation Theory (DOI) as a mediator to
analyse the role of leadership in the adoption of financial innovation. The theory will analyse
how different leadership behaviours are shaped based on the needs of innovation and how
these leadership behaviours contribute to the adoption of financial innovation. This theory
has been successfully applied in the past in many studies such as, to explore the connection
between attitude and behaviours (Conner & Armitage, 1998; Jimmieson et al., 2008; Sutton,
1998). Behavioural intention exhibits the forces and the level of motivation and effort
exerted to perform a specific behaviour. A positive behavioural intention means an
enhanced effort to perform a behaviour. Therefore, it is assumed that leaders with different
level of motivation and skill will depict different behavioural characteristics (Bilal et al., 2021).
Financial Innovation adoption is the dependent (outcome) variable and leadership styles
will be the independent variable (predictor) whereas, instruments of DOl are the moderator
in this study. The Conceptual Framework of this research is outlined below in Fig. 1.

DOI theory

Financial
Leadership styles v innovation
adoption

Fig.1. Conceptual framework

3. CONCLUSION

A study revealed that bank leaders with irrelevant leadership behaviour and skills could
stimulate serious business issues and the worse consequences would be systemic distress
(Omoijiade, 2015). This theme was the motivation behind this study to assess bank
leadership practices, behaviour, skills, and its relevance to the modern-day business
environment. This study aims to add significant value to the overall corporate business. The
leadership of high-performing banks and the banks’ leadership struggling to align their
business activities according to the innovative business environment might use the
findings of this study. The internal and external shareholders of the banks liaised with
leadership might use the insights provided in this study to sustain organizational growth.
The findings of this study will be valuable for the business organizations in assessing the
present stance of leadership development and practices and in shaping leadership
development plans. Similarly, this study is projected to contribute to business practices as
the leadership insight provided in this study will assist business professionals in the
effective expansion of their leadership skills and practices. The findings would be valuable
in mapping the directions for business leaders through effective leadership practices
required for employee retention, business profitability, and overall growth. This research is
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expected to provide significant implications for social change as this study will assist in
charting ethical work practices and shape responsible leadership behaviour required by
the banks. This study is expected to render valuable data for a better understanding of
leadership behaviour required for continuous professional growth of leaders, and the
creation of more job opportunities as organizations may benefit from the findings to
improve their performance and effective corporate social responsibility.

This study has several theoretical and practical implications for the regulators,
policymakers, and other organizational stakeholders. Based on the perspective established
in this study regarding the role of leadership in innovation management, it is essential for
the managers to use cognitive skills and develop essential knowledge through training and
development to monitor the innovation activities. Additionally, this study has advanced
that besides leadership, organizational climate (culture) is a key to a conducive innovation
process (Parveen et al, 2015). Therefore, organizational leadership needs to develop
capacities through flexibility and adaptability so that the required organizational culture
supports innovation activities.
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