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Abstract

Organisational innovativeness has been discussed as a  paradigm industry-
wide (DeMiranda, et al., 2009) and as a  national source of competitive 
advantage (Ludviga, 2012). Studies indicate that innovativeness might depend 
on leadership and leaders’ capacities to establish right organisational climate. 
Current study investigates if the quality of relationship between the leaders and 
subordinates might influence the overall organisational innovativeness. The aim 
of the research is to test how the relationship between leaders and subordinates 
(measured by LMX scale, Graen, Uhl-Bien, 1995) impacts organisational 
innovativeness. The quantitative data were gathered via a  structured survey 
within 80 large-size organizations with a total number of 405 respondents. To 
test the model, the hierarchical regression analysis was used. 
The results showed that the  quality of relationship between the  leader and 
the  subordinate plays a  statistically significant role in organisational inno-
vativeness. This study allows a  more comprehensive understanding of LMX 
from the  societal perspective. Implications for the  business practitioners in 
Latvia and managerial literature on LMX and innovativeness are discussed.

Keywords: Latvia, leader-member exchange (LMX); organisational inno va-
tiveness, Latvian business context
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INTRODUCTION

Organisational innovativeness as a  capability to produce new solutions, 
experiment, and engage in creative processes (Lumpkin and Dess, 2001) 
is emphasised by many authors as a  fundamental element of survival and 
competitiveness for organisations (e.g. Little, et al., 2017; Anderson et al., 2014; 
Deschamps, 2009) and as a  ground of regional development (Ludviga, 2012). 
Innovation and innovativeness are politically declared as a  “survival skill” for 
organisations, nations, and humankind (Schumpeter, 1942) and recently has 
started to be regarded as a new development paradigm industry-wide (DeMiranda, 
et al., 2009). It is stated by the Innovation Policy Platform (IPP, 2013), developed 
by the Organisation for Economic Co-operation and Development (OECD) and 
the World Bank, that the innovation is crucial for long-term economic growth, as 
it fosters competitiveness, creates jobs, helps to address environmental and health 
issues, contributes to sustainable growth. Latvia ranks 33rd in Global Innovation 
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Index 2017, in comparison, Finland is ranked 8th and Estonia 25th (INSEAD, 
2019). Thus, Latvia has perspectives for its growth and this of utmost actuality for 
Latvian economy. 

Studies of organisational innovativeness suggest that innovativeness may have 
difficulties in application to reality (Wang and Ahmed, 2007; Riivari and Lämsä, 
2014). This research has an  attempt to reveal the  eventual reasons for it. On 
the micro-level, organisations consist of individuals – employees and managers, 
teams, and interaction processes between them. According to promoters of 
micro-foundation movement, ‘unwrapping’ the  individual-level factors (related 
to individuals) provides important starting point for analysis of macro-level 
(organisational) outcomes, such as organisational innovativeness, as individuals 
within the  organisation have an  influence on processes and routines, which, in 
turn, play a significant role in organisational outcomes (Felin, et al., 2015, p. 604). 

The role of leadership in innovativeness has been shown to be important 
in previous studies (e.g. Buschens et al., 2013). Studies suggest that a  leader 
has a  role of a  catalysator of change in the  organisation (Trevino, et al., 2014). 
The  attitudes and decision-making of top leadership resonate throughout 
the  entire organisation (Kaptein, 2008; Trevino, et al., 2003). In the  present 
study the focus is on a relational leadership, which represents micro-foundation 
of the organisation. 

One of the most popular and useful approaches for understanding relational 
leadership and its influence on workplace outcomes is a  leader–member 
exchange (LMX) theory (Yu, et al., 2018). This theory conceptualises leadership 
as a  reciprocal process born in the  interaction between leaders and followers 
(Graen and Uhl-Bien, 1995). Indeed, an  important factor in the  leadership 
process is a continuous and mutual relationship that a leader has with individual 
followers (Ferris, et al., 2009). Studies have found that high-quality relationship 
between both parties can affect both, the overall functioning of an organisation 
and employee personal well-being, so crucial to individuals’ and organisations’ 
productivity and effectiveness in working life (Graen and Uhl-Bien, 1995). 
Interesting, that according to Lord and Brown (2001) the employee perspective 
remains an  underexplored source of understanding leadership processes. This 
study responds to this call.

In the  following parts the  key terms will be explained, methodology of 
the  study will be discussed, the  results will be introduced and analysed con-
sidering Latvia’s business context so that it can be practically applied by business 
managers doing business in the Baltics. 

THEORETICAL BACKGROUND

Leader  – member exchange (LMX) theory describes how the  leader and 
follower develop an interpersonal relationship over time, as two parties influence 
each other (Dansereau, Graen and Haga, 1975; Graen and Uhl–Bien, 1995). 
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The  terms “leader-member,” “leader-follower,” and “supervisor-subordinate or 
leader – employee” are used interchangeably, and it goes in line with Norvapalo 
(2014). LMX theory of leadership is stating that high-quality relationships form 
in-group circles which can be distinguished by high trust, commitment and 
loyalty and result in employee satisfaction, commitment, and empowerment 
(Harris, Wheeler and Kacmar, 2009). High LMX refers therefore to high quality 
of relationship, while low LMX means low quality of relationship among leader 
and follower.

According to Bennis (Bennis, 2007, p. 18) the phenomena of leadership can be 
explained as “grounded in a relationship”. Rost (1995) distinguishes four essential 
elements of leadership, namely: 1) a  relationship based on influence, 2) leaders’ 
and followers’ intention of enhancing such relationship, 3) the parties’ intention 
of the  changes, and 4) the  presence of mutual purposes. Hollander (1995) was 
one of the first researchers who pointed on the two-way influence between leaders 
and followers, speaking of relationship of the parties involved. He has stated that 
a major component of the leader–follower relationship is the leader’s perception 
of his or her self, relative to his or her followers, and how they in turn perceive 
the leader. Indeed, it has often stated throughout the history of leadership studies 
that leadership exists only in the  interaction between the  leaders and followers 
(Grint, 2000). The nature of interactions depends on the  characteristics that 
everyone brings to the  relationship, including their physical and psychological 
traits and disposes them to approach interpersonal situations in a  certain way 
(Phillips and Bedeian, 1994). 

Thus, in relational approach leadership is viewed as a  relationship between 
parties, such as a  leader and an  employee. In particular, relational approach 
stresses processes rather than individuals, and view organisational members and 
leadership as made in processes (Fairhurst and Uhl-Bien, 2012). It is emphasised 
that this exchange process is constructing values, attitudes, and behaviours 
of the  parties involved (Uhl-Bien, 2006; Hosking, 2007). Additionally, 
the contextual nature of leadership relationships, for example, a societal context 
(Osborn, et al., 2002), is acknowledged in relational approach. In general, it can 
be said that a  switch from other approaches to relational one is a  substantial 
since a focus has been changed from being the  leader-centred to a  leadership as 
a process of exchanges with the employees, and therefore both parties are viewed 
as contributors to the relationship, please see the figure 1 below. Moreover, Yukl, 
et al. (2009) and Yukl (2013) pointed out that within this process, both, leaders 
and followers are expected to behave ethically and concerning each other when 
fulfilling their responsibilities.

According to LMX theory, there exists an  exchange of information (cog-
nitions) and emotions among the  parties, and it can be referred to as low and 
high LMX (Anand, et al., 2011; Liden, Sparrowe and Wayne, 1997; Sparrowe 
and Liden, 1997). High quality LMX relationships (high LMX) imply high 
quality of informational exchange; such relationships are based on mutual trust, 
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loyalty, respect, as well as emotional comfort and liking (Bauer and Green, 1996). 
High LMX are formed by a leader with the subordinates who constitute the “in-
group” circle (Dansereau, et al., 1975). According to social exchange theory, 
people tend to develop high-quality relationships based upon how frequently 
interaction occurs, as links become stronger (Dienesch and Liden, 1986). As 
a result, subordinates who are “in-group” followers are empowered with greater 
responsibilities, receiving more constructive attention from the leader, and these 
employees have bigger access to resources, they are given more freedom for 
performing their roles; relationships of this type exit the boundaries of the formal 
contract. 

In the  case of “out-group members”, the  quality of exchange of information 
and emotional support is low, there is generally lower level of trust; more control 
is used from the part of the leader and less initiative from the part of subordinate 
is observed. Such relationships indicate on low LMX (Graen and Uhl-Bien, 1995). 
Low-quality relationships put subordinates at a relative disadvantage in terms of 
job benefits and career progress (Fernandez and vecchio, 1997). In low-quality 
relationships, members receive less access to the supervisor, resources, and more 
restricted information, potentially leading to dissatisfaction with their job, lower 
organizational commitment, and, further, employee turnover (Gerstner and Day, 
1997). Low LMX relationships are characterized by economic exchanges based 
mainly on formal and tangible assets, such as employment contracts and payment 
(Dulebohn, et al., 2012). 

Organisational innovativeness is organisational “overall internal receptivity to 
new ideas” and capability to experiment and engage in creative processes (Wang 
and Ahmed, 2004, p. 205). Innovativeness is a  precondition for innovation 
(Walsh, et al., 2009; Utterback, 1994), which in turn, means “creating and 
delivering a new customer value to the marketplace” (Carlson & Wimot, 2006). 
Innovativeness will be conceptualised as a  multi-dimensional concept that 
consists of five dimensions: product, market, process, behavioural and strategic 
innovativeness (Wang and Ahmed, 2004). 

According to Garcia and Calantone (2002), innovativeness is most frequently 
used as a measure of the degree of newness of an innovation. As to Adair (2009), 
to innovate means to bring to light something new, i.e. a new idea, a method or 

Figure 1. Perspectives of Relational leadership theory 
Source: Uhl-Bien, 2006: 654, adapted with modifications
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a  product. He suggests that innovation as such is a  relative concept, as what is 
innovative to one is a  traditional way of doing things to another, but what is in 
the essence of innovation – the two aspects – to create ‘new’ ideas and to realise 
them. However, also creativity is considered to be the  concept which explains 
the  birth of novel and applicable ideas about products, practices, services, 
or procedures (Tierney and Farmer, 2011; Sterneberg and Lubart, 1999). 
Creativity scholars emphasise that creativity is a “potent competitive weapon” for 
organisations (Amabile, 1998, p. 87) and numerous studies show that cultivating 
employee creativity results in effective organisational outcomes, leading to 
a conclusion that a major objective for leaders in the 21st century is to be creative 
and to be able to enhance creativity (Aragon-Correa, et al., 2013; Dubkevics, 
2015).

As it is argued that creative behaviour refers to the  actions which result in 
generation of ideas that are both novel and useful (Sternberg and Frensch 2014; 
Lubart, 2008), it is an  interrelated concept to that of innovation (Oldham and 
Cummings, 1996). Although the distinctions have been proposed, there remains 
a  lack of general agreement between the  researchers over what constitutes 
precisely creativity and when does the innovation begin.

According to Anderson, Potocnik and Zhou (2014), whereas creativity has 
been conceived as the generation of novel and useful ideas, innovation has been 
more referred to be both the  production of creative ideas as the  first stage, and 
their implementation as the second stage. Some literature in the field (Anderson, 
et al., 2014) however indicates that the boundaries between the concepts are not 
as clear. Paulus, et al., 2002, for example, observe creativity not just as the early 
stage of innovation process, but, because of its cyclical character – process of idea 
generation and its implementation – as a synonym to innovativeness suggesting 
that innovation and creativity can be used interchangeably (see also Basadur, 
2004; Csikszentmihalyi, 2006). Following Zaltman, Duncan, and Holbek (1973), 
the  ideas can be assessed on a  continuum in terms of novelty and radicality, 
similarly, innovation may include novel and radical ideas, as well as ideas that 
are less novel and more incremental. An argument by Rank, et al. (2004) sheds 
the  light in this debate – creativity, according to them, involves primarily intra-
individual cognitive processes whereas innovation represents inter-individual 
social processes in the workplace. 

This study applies Wang and Ahmed’s (2004) consideration of organisational 
innovativeness. The authors have distinguished the  following types of or gani-
sational innovativeness: product, process, market, behaviour, and strategic 
innovativeness. Product innovativeness refers to the newness of an organisation’s 
products and services which are delivered to the market. Market innovativeness 
deals with new approaches of addressing the  target audiences. Process 
innovativeness involves the  usage of modernised or otherwise novel methods 
of production, managerial styles, and technologies that stimulate enhancement 
of production and its quality. Behaviour innovativeness means stimulation of 



 Julija Žakemo 11

creative potential of the employees, so that a so called ‘climate for innovativeness’ 
can occur. Last but not least, strategy innovativeness refers to the organization’s 
capability to achieve its goals, being fast and flexible in the market and it indicates 
the leadership readiness to experiment, search for new and original solutions. 

Governance of the  organisation is underlined as an  essential factor for 
the development of innovations in many studies (Damanpour and Wischnevsky, 
2006; Drucker, 1998; Hill and Snell, 1988; Huse and Gabrielsson, 2008). It is 
argued (e.g. Yukl, 2002) that in general, leaders have a powerful source of influence 
on employees’ work behaviours, and innovative behaviour is no exception. 

High-quality exchanges with leaders provide employees with opportunities 
for skill development and self-improvement since supervisors give these 
employees their support, decision latitude, and freedom so that the employees can 
initiate, control, and carry out their tasks without excessive supervision (Sanders, 
et al., 2010). Subsequently, employees go beyond contractual expectations by 
performing spontaneous extra role behaviours (Basu and Green, 1997; Sparrowe 
and Liden, 1997; Wayne, Shore, and Liden, 1997). Moreover, when employees 
perceive that they have been fairly rewarded by their leader, they tend to react 
more innovatively in a higher job demand situation (Janssen, 2000). This occurs 
simply because employee view the existence of distribution equity with regards 
to the rewards thus being encouraged to engage in innovative work behaviour to 
a greater extend (Pucetaite, et al., 2016; Nie, Lamsa, and Pucetaite, 2018). 

Indeed, high-quality LMX relationships are built on trust, respect, and 
mutual obligation (Brower, et al., 2000; Walumbwa, et al., 2010; Graen and 
Uhl-Bien, 1995), none of which would be present if a  leader did not recognise 
and reward good performance and clarify expectations. Characteristics such 
as humbleness, authenticity and stewardship are mentioned as core qualities 
of a  leader, clearly distinguishing most interpersonal leadership perspectives 
from more transactional and transformational approaches to leadership (van 
Dierendonck 2011; van Wart 2012; Tummers and Knies 2013; Ricard, 2017). In 
this interpersonal perspective, the leader is a facilitator who builds relationships 
directly with the  people in the  organisation, providing a  moral example and 
demonstrating that he/she is able to take responsibility for the whole organisation 
and its members (stewardship). Therefore, followers receiving goal clarification, 
recognition, and praise for their work feel a sense of obligation to their leader and 
are likely to experience higher quality relationships with them (Wayne, et al., 
2002).

The current study tests on such control variables which are important to 
Latvian business context, for example the role of language being used in manager-
subordinate dyads in formation of organisational trust and innovativeness. As 
argued (Pucetaite, Lamsa, 2008; Alvesson, 2011; Kooskora, 2008), leadership is 
closely connected with the social culture. The LMX theory does not particularly 
emphasise the role of socio-cultural context which, in fact, can cause peculiarities 
of leadership process (Nie and Lamsa, 2015). Even though the leader is considered 
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as somebody who exerts an  impact on organisational culture (Alvesson, 2011) 
through social learning processes (Bandura, 1986), it has also been found that in 
different cultural contexts leadership can have different connotations (Pučėtaitė 
and Lämsä, 2008; Alvesson, 2011; Harris and Carr, 2008). From this point of view, 
it is culture that shapes leadership. Following this line of argument, the current 
research considers the  importance of specific socio – cultural context, in which 
the processes of leadership take place. The society in focus of this study, i.e. Latvia 
is a Baltic country that previously was a part of the Soviet Union. Since 2004 it 
is a  member of NATO and the  European Union. Latvia has a  total population 
of less than 2 million. The main ethnic groups are Latvians at 57.7%, followed 
by Russians at 29.6%, Belarusian 4.1%, Ukrainian 2.7%, Polish 2.5%, Lithuanian 
1.4%, and others at 2% (Central Statistic Bureau, 2017).

It can be argued that Latvia, like other countries which went through 
the  change of socio-political formation, experienced the  phenomena best 
described by the  term ‘brute capitalism’ suggested by Young (2003). Looking 
back at the  beginning of capitalistic relationship in our region, the  words by 
Young (2003, p.14) can be used as an illustration:

“…all businesses [are placed] in some antisocial circumstance of cutthroat 
competition for survival. This free-market extremism pushes the logic of individual 
autonomy as far as it will go. […] The goal is dominion over others; there [is] no 
need for fiduciary responsibilities. Self-interest without consideration of the whole 
set of circumstances is all [what is] needed...” 

Indeed, in the analysis of the impact of rapid economic and political changes 
in Estonian society Kooskora (2008) demonstrated that rapid change of social 
values resulted in a  low awareness of responsibility of a  corporate world and in 
low trust of society towards business. The situation was similar in other Baltic 
countries. Huettinger (2008) study based on Hofstede model (2003) showed that 
all cultural dimensions among the three Baltic Republic score very similarly. He 
also argues that “in many cases, incompetent managers led new companies into 
failure and employees into unemployment”. As suggested by a study that explored 
expectations towards business ethics on the  basis of social representations 
of the  concept (Bulatova, 2016) in the  period from 2003 to 2005, business 
ethics in Latvia was associated with “unnecessary waste of time”, and the  word 
combination per se did not make any sense. As noticed by Mole (2003) citizens of 
Latvia and Lithuania ‘know very well about unjustified and unexpected hardships 
of economic transition’. Pučėtaitė (2014) points out that it is a heritage of a soviet 
past in a  post-socialistic context that explains a  lack of responsibility, low trust 
and opportunistic behaviour in economic relationships. Analysing trust towards 
political institutions in Lithuania, Pučėtaitė and Lämsä (2008) argue that in 
post – socialistic societies leaders are expected to be confident and decisive while 
the  followers have to show obedience. However, cases of Enron, World.com, 
Apple, Solomon Brothers and many others shake the questions of moral grounds 
of capitalism. Therefore, the  call for a  responsible leader seems to be an  actual 
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topic not only for Latvian society. It can also be argued that it is not a political 
formation as such, but rather a concrete leadership practice, which matters when 
one poses a question of ethical or unethical leadership. This study draws attention 
that organisational innovativeness and organisational trust can be a consequence 
of concrete relationships which occur between leaders and followers, and that 
innovativeness and trust can be enhanced when high quality relationship takes 
place, i.e. ethical concerns of the parties involved are met and leaders realise their 
role in this process.

There exists however already a  theoretical background to assume that 
relationship leadership tested by LMX, has an  impact on organisational 
innovativeness and innovativeness in particular (e.g. Basu and Green, 1997; 
Pucetaite, 2014). As to Dick, et al., “leaders act through their followers and 
a  leader’s behaviour is successful because it is translated into followers’ actions” 
(Dick, et al., 2007, p. 134). By extension, it is reasonable to expect that leaders 
who are keen in innovative decisions will likely channel their own aspirations 
towards producing innovative outcomes through mobilizing followers to produce 
such outcomes.

Hence, LMX is discussed here as an  indication on the  leader’s capability 
to create conditions for organisational innovativeness. It is hypothesised that 
leaders who form high LMX are more likely to encourage innovativeness 
among their followers compared to low-LMX leaders. Therefore, it was decided 
to test the  existing model (Pucetaite, 2014) and the  hypothesis that LMX has 
a statistically significant effect on organisational innovativeness. 

According to De Souza, individual enters relationships under certain 
conditions of the  context that restrict or enable reaction possibilities (De 
Souza, 2014), therefore broad and nuanced understanding of a  phenomenon 
can be reached only when taking into account context factors. For example, 
Huy identified language and tenure as socio-emotional factor having important 
implication for the  success and positive organisational level outcomes (Huy, 
2011). This research follows Spector and Brannick (2011) who recommend 
avoiding using demographic variables only as proxies for variables if they are of 
a real interest. They suggest that context variables should be directly investigated 
since they can explain the  reasons for observed results (Spector and Brannick, 
2011). 

METHODOLOGY OF THE  STUDY 

An electronic survey was sent to employees of 80 large size organisations of 
Latvia. Since the model is tested in the situation of Latvian business context, it 
was decided to quantitatively test the model on the sample of large-sized business 
of Latvia which constitutes 236 enterprises, as to the year 2016 (Central Statistics 
Bureau of Latvia, 2016). According to Investorwords (2019) online resource, 
it is a  company  which has a  turnover of more than £5.75m or employs more 
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than 250 staff. Central Statistics Bureau (CSB, 2019) data for 2017 suggest that 
there were 93775 economically active enterprises in Latvia, out of which Micro 
businesses are 86,2%, Small enterprises constitute 11,1%, medium  – 2,3%, and 
Big ones – are counted just for 0,4%. 

Assuming continuous data, the  researcher should determine if a categorical 
variable will play a  primary role in data analysis (Barlett, et al., 2001). If so, 
the  categorical sample size formulas should be used. Assuming the  alpha level 
a  priori at .05 level, as well as keeping in mind that a  seven-point Likert scale 
will be applied and having set the  level of acceptable error at 3%,  the estimated 
standard deviation is 1.167. In that case for a  population of 236, the  required 
sample size is 118. However, since this sample size exceeds 5% of the population 
(1,679*.05 = 84), Cochran’s (1977 quoted in Barlett, et al., 2001) correction formula 
should be used to calculate the  final sample size. Following the  calculations, 
78 large-size companies is a sufficient sample size for this research.

The questionnaire consisted of three parts: 
1. demographical part, measuring language spoken between the  parties, 

respondents̀  belonginess to a  generation, gender, education, status, 
tenure of experience within the same organisation, and industry in which 
the company operates;

2. the LMX scale (Graen and Uhl-Bien, 1995), 
3. the Organisational innovativeness measurements instrument (Wang and 

Ahmed, 2004). 
Measurement of the independent variable: LMX was measured by a 7-statement 

questionnaire (Graen and Uhl-Bien, 1995) applying a  five-point Likert scale 
(1 meaning “totally disagree” and 5 “totally agree”).

Measurement of the  dependent variable: Organizational innovativeness in 
turn, was measured by Wang and Ahmed’s (2004) questionnaire consisting 
of 20  questions, covering five dimensions, namely: product (4 items), market 
(4  items), strategic (4 items), process (4 items), and behavioural innovativeness 
(4 items), altogether the scale has 20 questions. Some of the statement examples 
are “new products and services in our company often take us up against new 
competitors”, “in our company, we tolerate individuals who do things in a different 
way.” Again, a  7-point Likert scale is applied for answering the  questions 
(1 =  strongly disagree, 7 =  strongly agree). The third, sixth, ninth and nineteenth 
questions are reverse questions in the scale. 

Mumford and Licuanan (2004) concluded that one cannot expect existing 
leadership models which are developed to predict performance in routine 
settings, to be entirely applied to the  leadership of innovative individuals. 
There are various discussions as to validity of perception of innovativeness, 
and there is an  argument that such measuring does not reflect the  real status 
of the  organisation’s innovativeness, while others state this being an  adequate 
technique because it reflects comparative estimation of innovativeness in 
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connection to other companies in the  field and thus reflects critical views and 
societal comprehension of the phenomena within the company. It is supported by 
the studies by Nie and Lamsa (2015), Pucetaite, et al. (2016).

Table 1
Measurement of the research variables and composition of the survey

Variable Survey items Measurement scale Reference

Organisational 
Innovativeness

Section 1: 
statements 1–20

7-point Likert scale 20-item scale (Wang, 
Ahmed, 2004)

Leader-member 
exchange (LMX)

Section 3:
statements 1–7

5-point Likert scale 7-item scale (Graen and 
Uhl-Bien, 1995)

Context factors Section 4:
gender Male/female
education Secondary/college/bachelor/master/doctoral
age Years (belonginess to a generation)
status Specialist/manger/top manager
language Both native/native vs foreign/both foreign

The questionnaire was translated from English to Latvian and then back to 
English, i.e. a translation and back-translation method was used, which is stated 
to ensure the reliability and validity of the instrument (Brislin, 1970). 

RESULTS

As seen in Table 2 below, reliability tests of the scales of LMX and those of 
organisational innovativeness has yielded high Cronbach’s alphas (coefficients 
are above 0.7), indicating on high internal consistency of the scales and meaning 
that the data can be used for further analysis. 

Table 2
Cronbach’s Alfa and Descriptive statistics of the research constructs (n = 405)

Variable No of items 
per scale

Cronbach’s 
Alfa Mean Std. 

Deviation
Mini
mum

Maxi
mum

LMX 7 0.88 3.69** 0.67 1.00 5.00
Innovativeness 20 0.80  5.18* 0.71 1.90 6.60
Product innovativeness 4 0.84 5.30 0.94 2.50 7.00
Market innovativeness 4 0.75 5.22   0.85 1.00  6.75 
Process innovativeness 4 0.79 5.24 0.82 1.00 6.75
Strategic innovativeness 4 0.75 5.18 0.81 2.25 6.75
Behavioural innovativeness 4 0.88 4.97 0.97 1.00 7.00

** 5-point Likert scale
* 7-point Likert scale
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Organisational innovativeness of Latvian large-size organisations is perceived 
as high (significantly above average in 7-point scale) by employees. The highest 
component is product innovativeness, followed by process innovativeness, 
whereas, the  lowest evaluation is assigned to behavioural and strategic 
innovativeness. 

To test the  hypothesis of the  study, data was analysed using hieratical 
linear modelling since it allows specifying a  fixed order of entry for variables 
in order to test the effects of certain predictors independently of the influence of 
other factors. Table 3 below summarises the results of the regressions of the test 
score on various set of regressors. Trust and Innovativeness were treated as one-
dimensional constructs to avoid multicollinearity which may cause problems to 
regression analysis. Table 3 below presents the  summary of hierarchical linear 
regression. 

Table 3
Summary of the results of hierarchical regression

Variable Model 1 Model 2  Model 3 Model 4 Model5 Model 6 Model 7 Model 8
Industry Sect 2 0.47*** 0.44*** 0.24* 0.27* 0.24* 0.23* 0.23* 0.18
Industry Sect 3 0.49*** 0.34** 0.10 0.08 0.05 0.03 0.03 0.08
Industry Sect 4 0.33* 0.18 0.09 0.13 0.10 0.09 0.10 0.13
Industry Sect 5 0.05 -0.15 -0.21 -0.15 -0.16 -0.15 -0.15 -0.16
Industry Sect 6 0.60*** 0.30* 0.12 0.15 0.16 0.14 0.12 0.11
Industry Sect 7 0.31* 0.18 0.15 0.19 0.18 0.18 0.18 0.19
LMX 0.56*** 0.30*** 0.33*** 0.34*** 0.34*** 0.35*** 0.36***
Gender (male) -0.01 0.00 0.01 0.01 0.01 -0.03
Generation Y -0.06 -0.06 -0.07 -0.07 -0.08
Generation X 0.09 0.09 0.01 0.01 0.01
Generation BB 0.26* 0.26* 0.16 0.16 0.18
Status (mid-
manager) -0.12 -0.14 -0.13 -0.19*

Status (top-
manager) -0.11 -0.15 -0.14 -0.24

Tenure (2 to 
5 years) -0.02 -0.02 0.00

Tenure 
(15 plus years) 0.23** 0.23** 0.25***

Language 2 0.06 0.05
Language 3 0.09 0.10
Education 3 -0.08
Education 4 0.30***
(Constant) 4.86 2.91 1.84 1.87 1.86 1.90 1.82 1.83
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Variable Model 1 Model 2  Model 3 Model 4 Model5 Model 6 Model 7 Model 8
Adjusted R 
Square 0.06 0.33 0.46 0.47 0.47 0.48 0.48 0.53

R Square 
Change 0.08 0.27 0.00 0.01 0.00 0.01 0.00 0.05

F Change 5.43 162.94 0.02 3.46 1.42 5.28 0.78 20.84

Sig. F Change 0.00 0.00 0.89 0.02 0.24 0.01 0.46 0.00

*p < 0.05; **p < 0.01; ***p < 0.001

Adjusted R Square tells how “good” the model is at predicting or explaining 
the values of dependent variable (Stock and Watson, 2012, p. 227). 

Since the  industry factor is above organisational context and cannot be 
controlled by a  leader, industry was not the  object of interest in this research 
and is treated as a  control variable. In the  first step control variables (Industry 
dummies) were inserted (see Model 1). Industry sector dummies where created 
with Sector 1 as baseline. LMX was entered as independent variable. Data in 
the  Table 3 (Model 1) show that Industry factor alone is able to explain only 
6% of organisational innovativeness (adjusted R2 = 0.06). Interestingly that 
Sector 6 named ‘other industries’, which include art, entertainment, health and 
social activities, and education, appeared to report the  highest innovativeness, 
followed by sector 2 ‘electricity, gas, water supply and waste management’ and 
sector 3 ‘manufacturing and construction’. Sector 5 ‘service’ has no impact on 
organisational innovativeness.

When LMX is added (Model 2), the  model explains 33% of organisational 
innovativeness (adjusted R2 = 0.33), what is consistent with the  Hypothesis 
of the  study (LMX has a  statistically significant impact on organisational 
innovativeness). 

Adding the  variables of contextual factors, it was tested weather contextual 
factors are statistically significant moderators in LMX and innovativeness 
relationship. Model 3 particularly shows that gender has no additional effect on 
innovativeness (adjusted R2 = 0.46; it is the  same as in the  previous model and 
change is not significant). Model 4 shows the  effect of employeè s or manager’s 
age (measured as generation) and can explain additional 1% of organisational 
innovativeness (adjusted R2 = 0.47; Sig. F Change = 0.02) and this change is 
significant. Thus, age has an  impact on innovativeness, and especially “Baby 
Boomers” show a significant relationship with dependent variable. 

Model 5 shows the effect of status and explains the same 47% of organisational 
innovativeness (adjusted R2 = 0.47), thus status does not add any power. However, 
the  tenure (Model 6) shows additional effect on organisational innovativeness 
(adjusted R2 = 0.48; Sig. F Change = 0.01). Moreover, respondents with tenure 
more than 15 years show significant effect on dependent variable (B = 0.23; 
sig =  0.007). Language of communication (Model 7) does not add any explanatory 
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power to the  model (adjusted R2 = 0.48; Sig. F Change = 0.46). However final 
model which adds education (Model 8) exhibits additional 5% explanatory power 
(adjusted R2 = 0.53; Sig. F Change = 0.00). Model 8 therefore explains 53% of 
organisational innovativeness. 

Hence, the  results of hierarchical multiple regression analysis support 
the  main hypothesis. The correlation between the  LMX and organisational 
innovativeness was found to be 0.521, p < 0.001. 

CONCLUSIONS

Organisational innovativeness of Latvian large-size organisations is perceived 
by the employees as high (all components evaluated significantly above average). 
Latvian organisations are evaluated to be more active in product and process 
innovativeness, but less active in behavioural and strategic innovativeness.

Industry sector in which organisation operates has statistically significant, 
but still low impact on organisational innovativeness (it accounts only for 6% of 
organisational innovativeness). Sector named ‘other industries’, which include 
art, entertainment, health and social activities, and education, appeared to report 
the  highest innovativeness, followed by ‘electricity, gas, water supply and waste 
management’ and ‘manufacturing and construction’. Service sector has no impact 
on organisational innovativeness. 

Leader-member exchange (LMX) quality is essential for increasing 
organisational innovativeness (it accounts for 27% to 31% of organisational 
innovativeness of Latvian large-size organisations), thus it serves as micro-
foundation of organisational innovativeness. The strongest effect of LMX is 
revealed in the case of behaviour innovativeness, followed by its effect on process 
innovativeness, but the  weakest effect was found on product innovativeness. 
LMX alone has no significant effect on strategic and product innovativeness. This 
shows that the leader through the relationship with the subordinate can directly 
influence the  behaviour and organisation of the  processes but cannot directly 
influence the strategic and product innovativeness. 

To summarise, as innovativeness corresponds to an organisational capability 
for generation of new and useful ideas, certain atmosphere of trust should 
take place, where knowledge and idea sharing can occur. The role of a  leader 
who is able to develop high quality relationships, which are based on mutual 
reciprocity, respect, loyalty, and trust, is argued to be crucial in this process as 
quality of dyadic relationship echoes throughout the entire organisation. Current 
research contributes to knowledge and understanding of the  LMX theory by 
contextualizing it in Latvian setting. 

In line with the  conclusions, the  following is recommended for leaders 
of large-size organisations: Leaders should ‘vision’ innovativeness: discussions 
on the  matters of innovativeness should be raised within the  organisations. 
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The leaders of the organisations should enhance the meaning of innovativeness 
and provide support for initiatives of the employees with their innovative solutions. 
For example, groupwork and innovativeness (creativity) workshops should take 
place within the organisations, even if the direct tasks of the employees are not 
connected with the workshops’ capacity development, but such activities generally 
enhance the level of innovativeness, and participation in such workshops should 
be incorporated in annual evaluations. 

Leaders should ensure high quality relationship with subordinates, which 
primarily is based on trust. Leader who are able to sustain high quality 
relationships, which is based on mutual reciprocity, respect, loyalty, and trust 
is crucial in this process as quality of dyadic relationship echoes throughout 
the organisation. Leaders should also trust their employees: delegation also should 
include trusting, employees should be able to voice their concerns, communication 
should be open and transparent throughout the organisation. Employees should 
not be afraid to make mistakes to a reasonable extent. When concrete rationalised 
solutions or problems are raised by the employees, it is of utmost importance to 
give a constructive feedback, react, and, if possible, find the ways of incorporating 
new ideas into organisational decisions. 

Leaders should be trusted and act as role-models: managers should act as 
creative and innovative personalities, one whom employees can trust. Leaders 
should also monitor the innovativeness: Recognition of innovative solutions should 
be linked to effectiveness and efficiency. This also includes allowing for mistakes 
and recognition of moral choice decisions.

Leaders should take into consideration organisational context in which they 
operate, for example gender distribution of the  workforce; age of employee, 
tenure and even use of language (native or not) in their communication, since this 
impacts how relationship with subordinates will result in innovativeness. 
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